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Introduction

| am the Ford Professor of Economics at MIT. | have been studied health insurance markets for
more than 20 years and have published more than 100 articles on health care and health care
economics. | am the Associate Editor of the Journal of Health Economics, Director of the Health Care
Program at the National Bureau of Economic Research, and the President-Elect of the American Society
of Health Economists. | received my undergraduate degree in Economics from MIT and a Ph.D. in
Economics from Harvard. My CV is attached.

I have been asked by the Missouri Department of Insurance to analyze two issues in connection
with its review of the proposed Aetna-Humana merger. The first is the extent of competition between
the traditional Medicare program and private Medicare Advantage alternatives for seniors. The second
is the role of insurer market concentration on the public health insurance exchanges established by the

ACA.

l. Competition Between Traditional Medicare and Medicare Advantage

Seniors in the United States wha have sufficient work history are guaranteed insurance
coverage under the Medicare program. Traditionally, this implied public insurance coverage through a
fee for service system where seniors could go to any physician that they preferred, with the government
paying their medical bills. Starting in the early 1380s, however, Medicare enrollees were offered the
option of enrolling in private health insurance plans, which received a payment from the government for
each beneficiary they enrolled. This program, today known as Medicare Advantage, allows seniors the
choice of a managed care plan offered by a number of different private insurers as an alternative to the

Traditional Medicare {TM) plan.



Medicare Advantage (MA) plans differ from TM along a number of dimensions. First, they are
provided by private (typically for-profit} insurers, rather than the government. Second, they typically
provide much broader coverage of the enrollees out of pocket costs for medical care and prescription
drugs. Third, they restrict enrollee choice to a more limited set of medical providers. Fourth, they
manage care in a more structured way, rather than simply reimbursing providers for the care that
patients demand. Finally, the MA plans compete with each other to set their reimbursement rates,
subject to a government ceiling.

At the same time, MA plans do not operate in a totally segregated market. Medicare enrollees
have a choice at open enrollment of whether to enroll in the FFS or MA plans. While the majority of
enrollees choose FFS, a large share choose MA. And there is movement between the two options by
seniors.

The question that [ discuss in this section of the report is how competitive the FFS and MA
segments are with each other. | review the evidence on the interaction between these sectors, and
conclude that there is some competition between them, but it is far from complete. In particuiar, |
focus on 4 pieces of evidence from past research that suggest incomplete competition.

The first is the differences in both the fundamental nature of the products offered under TM
and MA, and in the health of the patients that choose these products. These are highly differentiated
products, with overlapping yet very different types of patients shopping in the two markets. In
particular, patients choosing MA plans are much healthier on average than those choosing FFS plans,
and it is not clear how effectively MA plans substitute for the FFS option among the sickest Medicare
enrollees.

The second is the extent to which higher payments to MA plans are passed on to consumers in

the form of reduced premiums or improved benefits. If MA plans are in fact highly competitive with T™M,
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then when MA plans are paid more they should pass on those benefits to consumers. Yet several recent
studies show that this is not the case.

The third is the “natural experiment” provided by the exit of a third participant, Private FFS
plans that grew rapidly from 2003 to 2008 but were severely limited thereafter. If MA plans and TM are
highly competitive, then the exit of a third market player should not much impact the relative net prices
offered by MA plans. Yet a recent study found that when the Private FFS plans exited, MA plans reacted
by reducing their out of pocket coverage, which is consistent with exercising market power in an
imperfectly competitive market.

Finally, § turn to studies which demonstrate a substantial sensitivity of both pass-through of
reimbursement and consumer surplus to the nature of the managed care market. If there was highly
effective competition with Medicare, then neither of these should depend critically on the competitive

nature of the managed care market in isolation, but in fact they do quite strongly.

Relevant Background on Traditional Medicare and Medicore Advantage

In this section | provide some relevant background on these two options facing seniors. This is
not meant to be a comprehensive review of either Traditional Medicare or Medicare Advantage, but
rather to highlight the important features of these programs that are relevant for the discussion in this
report.

Medicare was established in 1965 as universal coverage for the disabled and elderly. In this
report | will focus on the elderly, although many similar issues arise with the disabled as well. Until
2006, the program comprehensively covered medical care but not prescription drugs; prescription drug
coverage was added in 2006 under the Medicare Part D option. Medical care coverage includes virtually

every medical need from physician to hospital to short term skilled nursing stays. Medical care coverage
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is provided by private providers but reimbursed directly by Medicare. In contrast, prescription drug
coverage is provided by a series of private insurers from which enrollees can choose.

Since its inception, Medicare has involved fairly significant patient cost sharing. Physician visits
are subject to a small deductible but an unlimited 20% co-insurance. Hospital stays are subject to large
deductibles. And prescription drug coverage varies across the private insurers that offer coverage, but
typically involves sizeable out of pocket costs for patients with high drug bills.

Patients have four aptions for meeting their high Medicare out of pocket costs. The first is to
self-insure the costs. The second is to purchase a private medi-gap supplemental insurance plan, which
covers maost of the costs (except for a small copayment) in return for a menthly premium. Third, low
income Medicare enrollees, the so called “dual eligibles,” are covered for these costs through the
Medicaid program, which wraps around FFS Medicare to cover almost zall of the patient cost sharing.

The fourth option is to enroll in a Medicare alternative provided by private insurers who receive
per-beneficiary payments from the government.. Private alternatives to Medicare were introduced in
1982 as Medicare Part C, before being relabeled Medicare+Choice in 1997 and Medicare Advantage in
2003. | refer to these options as Medicare Advantage (MA) throughout this report. Individuals eligible
for Medicare have the choice, at an annual open enrollment period, of choasing one of a number of
available Medicare Advantage options. While MA plans must cover the services that are included under
traditional Medicare, they can also offer supplemental benefits. For example, MA plans typically offer
prescription drug coverage, whereas Medicare beneficiaries in TM must pay an additional premium for
prescription drug coverage, under the Medicare Part D program. MA plans may also offer vision care
and other benefits supplements. MA plans can also cover patient out of pocket costs, which they do to
differing levels. They can also differ in the specific type of managed care that they employ. Through
2003, all MA plans were operated as Health Maintenance Organizations (HMOs). Following the 2003

Medicare Modernization Act {the law that introduced prescription drug coverage under Part D),
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however, plans could also offer in other forms, including Private Fee for Service plans (which will be the
focus of some discussion below),

Payments from the government to Medicare Advantage plans have varied over time in a variety
of ways. Throughout their history, MA payments have been based on payment benchmarks which vary
by the enrollee’s county of residence. Originally, plans received 95% of the county’s per enrollee TM
spending. Over time, various floors were introduced which raised reimbursement to selected MA plans
based on location (urban vs. rural plans). The government also risk adjusts payments to MA plans to
attempt to reflect the underlying patient health in these plans; this risk adjustment has become more
sophisticated over time. In 2006, the government moved to a bidding system whereby plans could
submit a bid for the expected costs of providing Medicare-like services to recipients; if the bids were
below the county-level benchmarks, three-quarters of the difference was rebated to consumers in the
form of lower premiums or richer benefits, while one-quarter is rebated to the government, The
Affordable Care Act kept this system in place, but substantially reduced the county benchmarks, while

adding aspects such as bonuses based on plan quality.

Factor 1: Both the Products Offered and the Nature of the Beneficigries Differs Broadly Between
Traditional Medicare and Medicare Advantage

In addressing the competitiveness of TM and MA plans, a natural starting point is to compare
the nature of the products and the patients who choose them. This is not dispositive, as products can
differ substantially even in highly competitive markets. But competition will nevertheless be a less
effective constraint on price the more differentiated are products and their consumer bases.

As should be clear from the description earlier, TM and MA are highly differentiated products.
TM does not cover prescription drugs and has sizeable cost-sharing, while MA plans typically include

prescription drugs as well as other supplemental benefits, and have much more limited cost sharing.
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TM allows free choice of providers with little care management, while MA plans have more limited
choice of providers and |_'nuch stronger care management. TM does not engage in advertising (other
than public service advertising to encourage general Medicare enrollment), while MA plans use
marketing to attract enrollees to their plans.}

These differences are reflected in the very different patient populations in these types of plans.
A large literature documents that patients who choose Medicare Advantage are much healthier than
patients who choose Traditional Medicare, as reviewed by Brown et al. (2014). Past studies show that
those who move into MA have costs that are 20-37% lower than those who remain in TM. For example,
Batata (2004) examines how TM costs change as more enrollees move into MA. If those moving into
MA were, on average, as healthy as those who remain in TM, then when individuals move across
programs there should be no change in average TM costs. In fact, however, as more individuals move
from TM to MA, average TM costs go up, consistent with the fact that it is the healthiest enrollees
moving to MA. Batata finds that the marginal cost of TM disenrollees who move to MA is $1030 lower,
or 20-30% cheaper than the average cost of TM enrollees.

More recently, Brown et al. (2014) show that there are substantial health differences between
MA and TM. They find that the health care spending of those switching to MA plans from FF5 have total
annual health care costs that are $2,850 {or 45%) lower than those in TM, and have risk scores
(measures of underlying patient burden) that are 20-30% lower than in TM. They also find that those
who are in good health are more satisfied with MA than with TM. And they find that, among the 3% of
MA enrollees who switch back to FFS each year, the sickest enrollees are the ones most likely to switch
back. The fact that such switching between TM and MA takes place provides evidence that there is

some competition between these sectors. But the differential rates of switching suggest that this may

! \ndeed, Duggan, Starc and Vabson (2014} find that higher MA plan reimbursement is strongly correlated with
higher advertising expenditures.
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be a very different decision for sick and healthy MA enrollees, which could place limits on that

competition.

Factor #2: Higher Reimbursement of MA Plans is Not Fully Passed on to Consumers

Two recent articles (Cabral, Geruso and Mahoney, 2014; Duggan, Starc and Vabson, 2014)
explore an important question around Medicare Advantage: to what extent do higher MA plan
payments translate into lower premiums or richer benefits for MA enrollees? As both discuss, under the
perfectly competitive model, there should be a full pass through of these payments to enrollees; but
with market power, such pass through need not be complete. The two studies focus on different
aspects of Medicare reimbursement, and their findings differ in important ways. But both studies find
far from complete pass-through, and conclude that the market is not fully competitive.

Both articles lay out a theoretical framework to explain how pass-through of higher MA
payments to enrollees reflects the competitive nature of the market. As Cabral, Geruso and Mahoney
(2014) show mathematically, the rate of pass through will be less than one only if there is advantageous
selection (MA plans enroll the healthiest enrollees and this is not fully compensated by risk adjustment
payments) and/or if there is imperfect competition. The first was shown to be true by the previous
literature, so both articles attempt to control for that factor in their analysis.

Cabral, Geruso and Mahoney (2014) find that for each dollar of higher payments to MA insurers,
enrollee premiums fell by 45 cents and benefits improved by 8 cents, for a total which is much lower
than full pass through. Duggan, Starc and Vabson {2014) find that there is no effect of higher
reimbursement on enrollee premiums, and that less than 20% of the additional funding is passed
through in the form of richer benefits. Duggan et al. also find no impact on patient reported plan quality

or satisfaction measures.
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Both articles assess the extent to which advantageous selection can explain their results. If
there is advantageous selection, then higher reimbursement may bring into plans enrollees that are
more expensive than average, raising plan costs and reducing the ability to pass on reimbursement
increases to enrollees. Cabral et al. find that such selection can explain at most one-third of the amount
that is not shifted to enrollees, while Duggan et al. find no important selection effect.

Both articles argue that their results are therefore consistent with incomplete competition for
Medicare enrollees between TM and MA. Duggan et al. show that this incomplete competition resulted
in higher benchmarks being used to pay for more advertising. They also show that the stock prices of the
plans with the largest presence in the MA market rose significantly at the announcement of higher plan

reimbursement rates, which is inconsistent with perfect competition.

Factor #3: Restriction of a Third Market Participant Had Significant Effects on MA

A maore precise test of the extent of competition between TM and MA is provided by the study
of Pelech (2016). As noted above, ane competitor for MA plans are Private FFS plans (PFFS). These
plans most closely mimic TM. Originally, unlike MA plans, they did not have to form network or
negotiate payment rates with providers. Enrollees could visit any doctor accepting Medicare, and the
plans could then pay the doctors based on the Medicare FFS schedule. Essentially, PFFS married the
freedom of choice of TM with the more generous benefits structure of MA plans.

Over time, however, concern was raised that PFFS plans were overpaid since they did not have
to contract, so that they could pay the relatively low FFS payment rates, yet they received the same
benchmark payments as MA plans. In July, 2008, Congress responded to this concern by requiring PFFS
plans to form doctor networks. This was a large shock to the organization of PFFS plans, who suddenly
had to pay higher rates to providers in order to get them to join their network. The result was a large

and immediate reduction in the number of PFFS plans offered. Some of the largest insurers announced



00010

10

their exit from the market, and many of the PFFS contracts were cancelled over time. By 2011, total
enrcliment in PFFS plans had fallen by 75%. Most importantly, as Pelech highlights, the impact of PFFS
withdrawal varied around the nation based on the ex-ante market share held by these plans.

If TM were a perfect competitor for MA, then the exit of PFFS plans should have had no effect
on MA. In that case, MA behavior would have been constrained by their necessity of competing with
TM, and whether or not there was a third option would not have had a large effect on their behavior.
Pelech finds, however, that the differential exit of PFFS plans had a very large impact on the benefits
generosity offered by MA plans: average out-of-pocket costs of MA enrollees rose by $10.80 per month,

which constituted a 20% reduction in average MA generosity relative to traditional Medicare.

Factor #4: Differences in MA Market Structure Have Disproportionate Effects

The final argument Is perhaps the mast striking. Throughout the nation, TM is the dominant
insurer of the elderly. As a result, if there was perfect competition between TM and MA, then changes
in MA market structure should have at most a modest impact on the economic outcomes. [f differences
in the competitiveness of the MA market in isolation have important impacts on the functioning of the
MA market, it suggests that this market is partially isolated from TM.

Of course, it Is unclear how much TM would constrain MA if they were somewhat, but not
perfectly, competitive. But it seems at least that TM would place a fairly hard constraint on MA if there
was extensive competition between TM and MA. Throughout the US today, even with historically high
MA enrollment, only one state {Minnesota) has an MA market share of more than 50% (53%), while the
majority of states have MA market shares below 30%.2 In other words, if there were truly complete
competition between TM and MA, then a change in the Herfindahl-Hirschman Index {HHI) from

movements within MA should have only a modest effect, since the dominant competitor would remain.

? Data from Kaiser Family Foundation at http://kff.org/medicare/fact-sheet/medicare-advantage/
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But if there are major market responses to changes of the within-MA HH|, it suggests that this is the
more relevant HHI for MA plans because they are not fully competing with TM.

In fact, three different studies find that the structure of the MA market itself has very large
impacts on the response of MA plans to shocks to the Medicare system. The first is the Cabral, Geruso
and Mahoney (2014) study of pass-through discussed above: this study finds a very strong dependence
of the amount of pass through on the concentration in the MA market. They divide their sample based
on MA market HHI, and they find that pass through is significantly higher in markets with the lowest
market power. If Medicare was highly competitive with MA, this would not be expected — the extent of
market concentration within MA should not have such a large effect on pass through when the entire
MA market remains small relative to TM.

The second is the Pelech {2016) study discussed in the previous section. in that study, Pelech
divides the country into five regions based on how competitive the MA market is absent the PFFS plans
that are the focus of her study. She finds that the reduction in benefits that resulted from PFFS exit is
smallest in the most competitive MA markets, and much larger in the least competitive MA markets; the
benefit reduction in the least competitive MA markets was more than 3 times as large as in the most
competitive MA markets. Once again, this is a very large amount of variation if there is truly effective
competition from Medicare.

The third is an early study by Town and Liu (2003). They focus on the Medicare Advantage (then
known as Medicare+Choice) plans in the 1993-2000 era. They estimate a model designed to capture the
impacts of these HMO options on consumer welfare. They find that the impact on consumer welfare is
positive — consumers are gaining relative to the cost of the managed care plans. But they find that this
welfare varles considerably based on the market concentration of managed care plans; consumer
surplus “dramatically” increases as the number of plans in the county increases. For example, they find

that consumer surplus is 12 times greater in counties with four plans than those with one plan. This
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study is from a much earlier era when MA plans were a much smaller share of the market, so once
again, if these plans faced strong competition from TM, it seems unlikely that changes in the MA market

structure would have such large effects.

Summary

The introduction of managed care alternatives to Traditional Medicare has significantly altered
the way that many of our nation’s elders receive their Medicare benefits. These alternatives, currently
called Medicare Advantage, allow seniors to receive a more comprehensive set of benefits, at lower
patient cost-sharing, from a set of competing private insurers. In return these enrollees have access to a
more restrictive set of providers, relative to the free choice provided under TM. Clearly, the sizeable and
growing share of MA, and the fact that individuals have free annual choice across these options, implies
some competition between these options. At the same time, the very differentiated nature of these
products implies that there are limits on such competition.

In this report, | have reviewed four types of evidence that suggests limits on the competition
between TM and MA. First, not only are the MA products differentiated in their structure, they also
enroll a very different set of elders, with MA enrollees being much healthier. Second, when MA plans
are reimbursed more highly, they only pass those savings on to consumers in a very limited way, with at
most up to one-half of the reimbursement being reflected in lower consumer premiums or richer
benefits. Third, when a third market participant exited in the late 2000s, this led to a major reduction in
benefit generosity for MA plans. Finally, 2 number of studies find that the concentration of the MA
market has very large effects on pricing, benefits determination, and consumer welfare, despite the fact
that the MA market is small relative to TM in most markets.

A full determination of the competitive effect of MA mergers Is beyond the scope of this

analysis. But the evidence suggests that there is some scope for higher prices or lower benefits to
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consumers as the number of MA plans shrinks, despite the competition provided by Traditional

Medicare.

[R The Role of Coneentration in ACA Health Insurance Exchanges

A separate issue that is relevant to recent merger discussions is the role of insurer market
concentration on the public health insurance exchanges established by the ACA. Fewer insurers on the
exchanges could reduce competitive pressure which could lead to higher consumer premiums. This
issue is the subject of recent research | have undertaken with Leemore Dafny and Chris Ody (Dafny,
Gruber and Ody, 2015), which is attached.

As we discuss in that paper {page 61}, a number of recent studies show that imperfect
competition in various types of health insurance markets in the U.S. lead to higher premiums. For
example, the studies reviewed there suggest that more entry in the Medigap market could lower
premiums by 21 percent; that a national merger of large insurers in 1999 led to a 7 percent increase in
employer-sponsored insurance premiums; and that an insurance merger in Nevada led small group
premiums to rise by 14%. We extend this analysis to the context of the health insurance exchanges
established by the ACA.

There are a number of reasons to suspect imperfect competition on the exchanges. The firstis
the presence of a tax credit system under which consumers pay a fixed share of their income, so that
they are less sensitive to premium prices on the margin. The second is the highly differentiated product
offerings on most exchanges, state and federal; while exchanges are organized by metallic tier in terms
of actuarial value, there is substantial heterogeneity in the offerings within tier, making effective
shopping difficult. Indeed, my past research with Jason Abaluck (Abaluck and Gruber, 2011, 2015)
shows in the context of Medicare Part D that consumers have a difficult time properly deciding on the

proper insurance option.
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As with Medicare Advantage competing with Traditional Medicare, the insurance offerings on
the exchange may compete with the outside individual insurance market. But, even with the limitations
noted above, shopping is much more organized on the exchanges than in the outside market, so that it
is not easy to compare prices on and off the exchange.

In Dafny, Gruber and Qdy (2015) | investigate the question of how insurer competition on the
exchanges impacts premiums, at least in the first year of exchange operation. Earlier studies had found
that exchange premiums were higher where there were fewer exchange options, but these studies face
the potential problem that markets with high premiums may have lower insurance demand for other
reasons. To address this shortcoming, our study focuses on the impact of the decision of United Health
Care to not offer insurance in 2014 on the entire set of states that operated under the Federal health
exchange umbrella (the Federally Facilitated Marketplaces, or FFMs).

In particular, we argue that United’s decision to not participate in any FFM means that their
participation was largely independent of underlying market demand for insurance. We therefore
measure the competitive impact of United’s decision by their ex-ante share of the individual insurance
market: that is, where United was a stronger presence before exchanges (so they would have been
expected to be a major player on the exchanges), there was a larger reduction in competitive pressure
from their (exogenous) decision to avoid the exchange. Using this approach, we estimate that if United
had participated in the exchanges, the premiums on those exchanges would have been 5.4% lower;
extrapolating, we estimate that full competition on the exchange from all ex-ante market participants
would have led to premiums that were 11.1% lower.

This study has some limitations; for example, it just focused on the first year of exchange
operation, and focused on a particular insurer. But the resuits certainly raise the concern that further

consolidation in the insurance market could raise consumer premiums on the exchanges.



00015

15

References

Abaluck Jason and Jonathan Gruber {2011). “Choice Inconsistencies Among the Elderly: Evidence From
Plan Choice in the Medicare Part D Program,” American Economic Review, 101{4), p. 1180-1210.

Abaluck, Jason and Jonathan Gruber (2015). “Evolving Choice Inconsistencies in Choice of Prescription
Drug Insurance,” forthcoming, American Economic Review {also available as NBER Working Paper
#19163, lune 2013).

Batata, Amber (2004). “The Effect of HMOs on Fee-For-Service Health Care Expenditures: Evidence from
Medicare Revisited,” Journal of Health Economics, 23, p. 951-963.

Brown, Jason, Mark Duggan, llyana Kuziemko and William Woolston (2014). “How Does Risk Selection
Respond to Risk Adjustment? New Evidence from the Medicare Advantage Program,” American
Economic Review, 104(10), p. 3335-3364.

Cabral, Marika, Michael Geruso and Neale Mahoney (2014). “Does Privatized Health Insurance Benefit
Patients or Producers? Evidence from Medicare Advantage,” NBER Working Paper #20470, September,

Dafny, Leemore, Jonathan Gruber and Chris Ody (2015). “More Insurers Lower Premiums: Evidence
from Initia! Pricing in the Health Insurance Marketplaces,” American Journal of Health Economics, 1{1),
p. 53-81.

Duggan, Mark, Amanda Starc and Boris Vabson (2014). “Who Benefits When the Government Pays
More? Pass-through in the Medicare Advantage Program,” NBER Working Paper #19989, March.

Pelech, Daria (2016). “Paying More for Less? Insurer Competition and Health Plan Generosity in the
Medicare Advantage Program,” Ph.D. thesis, Harvard University.

Town, Robert and Su Liu {2003). “The Welfare Impact of Medicare HMOs,” RAND Journol of Economics,
34(4), p. 719-736.



00016

JONATHAN GRUBER
MIT Department of Economics

40 Ames Street, E17-220
Cambridge, MA 02139
Phone: 617-253-8892

Fax: 617-253-1330
E-Mail: gruberj@mit.edu
Web: http//econ-www.mit.edu/faculty/gruberj/

Personal Information:

Date of Birth: September 30, 1965
Education:

Ph.D. in Economics, Harvard University, 1992
B.S. in Economics, Massachusetts Institute of Technology, 1987

Positions:

Ford Professor of Economics, MIT, 2014-present

Professor of Economics, MIT, 1997-2014

Margaret MacVicar Faculty Fellow, MIT, 2007-present

Associate Head, MIT Department of Economics, 2006-2008

Deputy Assistant Secretary for Economic Policy, U.S. Treasury Department, 1997-1998
Castle Krob Associate Professor of Economics, MIT, 1995-1997

Assistant Professor of Economics, MIT, 1992-1995

Director, National Bureau of Economic Research's Program on Health Care, 2009-present
Director, National Bureau of Economic Research's Program on Children, 1996-2009
Research Associate, National Bureau of Economic Research, 1998-present

Faculty Research Fellow, National Bureau of Economic Research, 1992-1998

President-elect, American Society of Health Economists, 2014-present

Board of Directors of the Health Care Cost Institute, 201 1- present

Board of the Commonwealth Health Insurance Connector Authority, 2006-present
Associate Editor, American Economic Journal: Economic Policy, 2009-present
Associate Editor, Journal of Public Economics, 1997-2001, 2009-present
Associate Editor, Journal of Health Economics, 2001 -present

Executive Committee, American Economics Association, 2010-2012

CBO Long Term Modeling Advisory Group, 2000-2010

Member, NIH Center for Scientific Review Study Section on Social Sciences, 1998-2002
Co-Editor, Journal of Health Economics, 1998-2001

Co-Editor, Journal of Public Economics, 2001-2009



00017

Fellowships and Honors:

MIT Undergraduate Economics Association Teaching Award, 2007 and 2015

2013 American Public Health Association Kenneth Arrow Award for the Outstanding Health
Economics Paper of 2012

Named to 100 Most Powerful People in Health Care in the United States, Modern Healthcare
Magazine, 2006 and 2012

Winner of National Institute for Health Care Management Foundation Health Care Research
Award, 2012,

Named *“One of the Top 25 Most Innovative and Practical Thinkers of Our Time” by Slate
Magazine, 2011.

Partners Health Care Connected Health Leadership Award, 2011

Winner of 2009 Purvis Prize from Canadian Economic Association for Best Public Policy
Publication of the year

Elected to the American Academy of Arts and Sciences, 2008

MIT Undergraduate Economics Association Teaching Award, 2007 and 2015

Inaugural Medal for Best Health Economist Age Forty and Under, American Society of Health
Economists, 2006

Elected to the Institute of Medicine, 2004

2003 Richard Musgrave Prize for best paper in National Tax Journal in 2003

Member of the National Academy of Social Insurance, 1996

1995 American Public Health Association Kenneth Arrow Award for the Outstanding Health
Economics Paper of 1994

National Science Foundation Presidential Faculty Fellowship, 1995

Sloan Foundation Research Fellowship, 1995

MIT Undergraduate Economics Association Teaching Award, 1994

FIRST Award, National Institute of Aging, 1994

Harvard Chiles Fellowship, 1991

Sloan Foundation Dissertation Fellowship, 1990

National Science Foundation Scholarship, 1987

Phi Beta Kappa, 1987

Publications in Journals:

“Evolving Choice Inconsistencies in Choice of Prescription Drug Insurance,” forthcoming,
American Economic Review (also available as NBER Working Paper #19163, June 2013) (with
Jason Abaluck).

“Controlling Health Care Costs Through Limited Network Insurance Plans: Evidence from
Massachusetts State Employees,” forthcoming, American Journal of Economics: Economic
Policy (also available as NBER Working Paper #20462, September 2014) (with Robin
McKnight)

“More Insurers lower Premiums: Evidence from Initial Pricing in the Health Insurance
Marketplace,” American Journal of Health Economics, 1(1), Winter 2015, 53-81 (with
Leemore Dafny and Chris Ody).



00018

“Measuring Returns to Hospital Care: Evidence from Ambulance Referral Patterns,”
Journal of Political Economy 123(1), February 2015, 170-214 (with Joseph Doyle, John
Graves and Samuel Kleiner)

“Does Church Attendance Cause People to Vote? Using Blue Laws’ Repeal to Estimate the
Effect of Religiosity on Voter Turnout,” British Journal of Political Science, January
2015, (with Alan Gerber and Dan Hungerman).

“An Evaluation of the FDA’s Analysis of the Costs and Benefits of the Graphic Warning Label
Regulation,” Tobacco Control, 2014; 0:1-8 (with Frank J Chaloupka, Kenneth E Warner,
Daron Acemoglu, Fritz Laux, Wendy Max, Joseph Newhouse, Thomas Schelling, and
Jody Sindelar).

“Moral Hazard and Claims Deterrence in Private Disability Insurance,” American Economic
Journal: Applied Economics, 6(4), October 2014, p. 110-141 (with David Autor and
Mark Duggan)

“The Impact of Patient Cost-Sharing on the Poor: Evidence from Massachusetts,”
Journal of Health Economics, January 2014, 33, 57-66. (with Amitabh Chandra and
Robin McKnight).

“The Great Equalizer: Health Care Access and Infant Mortality in Thailand,” American
Economic Journal: Applied Economics, 6(1), January 2014, p. 91-107. (with Nathan
Hendren and Robert Townsend).

“A Tax-Based Estimate of the Elasticity of Intertemporal Substitution,” Quarterly Journal of
Finance, 3(1), June 28, 2013,

“The Oregon Experiment — Effect of Medicaid on Clinical Outcomes,” New England Journal of
Medicine, 368: 1713-1722, May 2, 2013 (with Kate Baicker, Sarah Taubman, Heidi
Allen, Mira Bernstein, Joseph Newhouse, Eric Schneider, Bill Write, Alan Zaslavski,
Amy Finkelstein, and the Oregon Study Group).

“The Affordable Care Act is Constitutional,” Annals of Internal Medicine, 156(9), May 2012, p.
660-661 (with David Cutler).

“How did Health Care Reform in Massachusetts Impact Insurance Premiums?,” American
Economic Review, 102(3), May 2012, p. 508-513 (with John Graves).

“The Oregon Health Insurance Experiment: Evidence from the First Year,” Quarterly Journal of
Economics, 127 (3): 1057-1126, May 2012 (with Amy Finkelstein, Sarah Taubman, Bill
Wright, Mira Bemstein, Joseph Newhouse, Heidi Allen, Kate Baicker and the Oregon
Study Group).

“Do Strikes Kill? Evidence from New York State,” American Economic Journal: Economic



00019

Policy, 4(1), February 2012, 127-157 (with Samuel Kleiner).

“Balancing Coverage Affordability and Continuity under 2 Basic Health Program Option,” New
England Journal of Medicine, 365(24), December 15, 2011, p. ed4.

“Medicare Part D and the Financial Protection of the Elderly,” American Economic Journal:
Economic Policy, 3(4), November 2011, p. 77-102 (with Gary Engelhardt).

“The Impacts of the Affordable Care Act: How Reasonable Are the Projections?,” National Tax
Journal, 64, September 2011, 893-908.

“The Tax Exclusion for Employer-Sponsored Health Insurance,” National Tax Journal, 64, June
2011, p. 511-530.

“Choice Inconsistencies Among the Elderly: Evidence From Plan Choice in the Medicare Part D
Program,” American Economic Review, 101(4), June 2011, p. 1180-1210 (with Jason
Abaluck).

“Heterogeneity in Choice Inconsistencies Among the Elderly: Evidence from Prescription Drug
Plan Choice,” American Economic Review, 101(3), May 2011, 377-381.

“The Importance of the Individual Mandate — Evidence from Massachusetts,” New England
Journal of Medicine, 364, January 27, 2011, 293-295 (with Amitabh Chandra and Robin
McKnight).

“Projecting the Impact of the Affordable Care Act on California,” Health Affairs, 30, January
2011, p. 63-70 (with Peter Long).

“Massachusetts Points the Way to Successful Health Care Reform,” Journal of Policy Analysis
and Management, 30(1), Winter 2011, p. 184-192.

“The Facts from Massachusetts Speak Clearly: Response to Douglas Holtz-Eakin,” Journal of
Policy Analysis and Management, 30(1), Winter 2011, p. 194-194.

“Fundamental Health Care Reform for the United States,” Significance, September 2010, p. 130-
132,

“Buying Health Care, The Individual Mandate, and the Constitution,” New England Journal of
Medicine, 363, p. 401-403, July 29, 2010 (with Sara Rosenbaum).

“The Cost Implications of Health Care Reform,” New England Journal of Medicine, 362, 250-
251, June 3, 2010.

“How Sensitive are Low Income Families to Health Plan Prices?,” American Economic Review,
100(2), May 2010, p. 292-296 (with David Chan).



00020

“Patient Cost-Sharing in Low Income Populations,” American Economic Review, 100(2), May
2010, p. 303-308 (with Amitabh Chandra and Robin McKnight).

“Patient Cost-Sharing, Hospitalization Offsets, and the Design of Optimal Health Insurance for
the Elderly,” American Economic Review, 100(1), March 2010, p. 193-213 (with
Amitabh Chandra and Robin McKnight).

“Getting the Facts Straight on Health Care Reform,” New England Journal of Medicine, 361(26),
December 24, 2009.

“A Win-Win Approach to Financing Health Care Reform,” New England Journal of Medicine,
361(1), July 2, 2009, 4-5.

“Abortion and Selection,” Review of Economics and Statistics, 91(1), February 2009, 124-136
(with Liz Ananat, Phillip Levine, and Douglas Staiger).

“Universal Health Insurance Coverage or Economic Relief: A False Choice,” New England
Journal of Medicine, 360(5), January 29, 2009, 437-439.

“The Case for a Two-Tier Health System,” Pathways, Winter 2009, 10-13.

“Nursing Home Quality as a Public Good,” Review of Economics and Statistics November 2008,
00(4), 754-764 (with Joe Angelleli and David Grabowski).

“Incremental Universalism for the United States: The States Move First?,” Journal of Economic
Perspectives, 22(4), Fall 2008, 51-68.

“Covering the Uninsured in the United States,” Journal of Economic Literature, 46(3),
September 2008, 571-606.

“Universal Childcare, Maternal Labor Supply, and Family Well-Being,” Journal of Political
Economy 116(4), 2008, p. 709-745 (with Michael Baker and Kevin Milligan).

“The Church vs. The Mall: What Happens When Religion Faces Increased Secular
Competition?,” Quarterly Journal of Economics 123, May 2008, 831-862 (with Dan
Hungerman).

“Crowd-Out Ten Years Later: Have Recent Expansions of Public Insurance Crowded Out
Private Health Insurance?,” Journal of Health Economics 27, March 2008, p. 201-217.
(with Kosali Simon).

“Massachusetts Health Care Reform: The View from One Year Out,” Risk Management and
Insurance Review 11(1), Spring 2008, p. 51-63.

“How Much Uncompensated Care to Doctors Provide?,” Journal of Heaith Economics, 26,
December 2007, p. 1151-1169 (with David Rodriguez).



“Faith-Based Crowdout and Charity During the Great Depression,” Journal of Public
Economics, 91, June 2007, p. 1043-1069 (with Dan Hungerman).

“Encouraging Homeownership Through the Tax Code,” Tax Nofes, June 18, 2007, 1-19 (with
William Gale and Seth Stephens-Davidowitz).

“Abortion Legalization and Lifecycle Fertility,” Journal of Human Resources, 42(2), Spring
2007, 375-397 (with Elizabeth Ananat and Phil Levine).

“Future Social Security Entitlements and the Retirement Decision,” Review of Economics and
Statistics, 89(2), 2007, 234-246 (with Courtney Coile).

“Moral Hazard in Nursing Home Use,” Journal of Health Economics, 26, 2007, 560-577 (with
David Grabowski).

“The Massachusetts Health Care Revolution: A Local Start for Universal Coverage,” Hastings
Center Report, 36(5), September-October 2006, 14-19.

“Does Falling Smoking Lead to Rising Obesity?,” Journal of Health Economics, 25(2), March
2006, 183-197 (with Michael Frakes).

“The Middle Class Has a Higher Standard of Living Than Ever Before: Who Should Pay For
1t?,” Boston Review, Vol 30(5), September/October 2008, p. 13.

“Social Security and Elderly Living Arrangements: Evidence from the Social Security Notch,”
Journal of Human Resources, 40(2), Spring 2005, 354-372 (with Gary Engelhardt and
Cindy Perry).

“Religious Market Structure, Religious Participation and Outcomes: Is Religion Good for You?,”
Advances in Economic Analysis and Policy Vol. 5: No. 1, Article 5 (2005). Available at
http://www .bepress.com/bejeap/advances/vol5/iss1/art5.

“Do Cigarette Taxes Make Smokers Happier?,” Advances in Economic Analysis and Policy
Advances in Economic Analysis and Policy Vol. 5: No. 1, Article 4 (2005). Available at
http://www bepress.comvbejeap/advances/vol5/iss1/art4 (with Sendhil Mullainathan).

“Subsidies to Employee Health Insurance Premiums and the Health Insurance Market,” Journal
of Health Economics, 24(2), March 2005, 253-276. (with Ebonya Washington).

“Public Insurance and Child Hospitalizations: Access and Efficiency Effects," Journal of Public
Economics, 89 (1), January 2005, 109-129 (with Leemore Dafny)

“Pay or Pray? The Impact of Charitable Subsidies on Religious Attendance,” Journal of Public
Economics, 88 (12), December 2004, 2635-2655.

00021



00022

“Is Making Divorce Easier Bad for Children? The Long Run Implications of Unilateral
Divorce,” Journal of Labor Economics, 22(4), October, 2004, 799-833.

“Tax Incidence When Individuals are Time Inconsistent: The Case of Cigarette Excise Taxes,”
Journal of Public Economics, 88(9-10), August 2004, 1959-1988 (with Botond Koszegi).

“How Elastic is the Firm’s Demand for Health Insurance?,” Journal of Public Economics, 88(7),
July 2004, p. 1273-1294 (with Michael Lettau).

“Does the Social Security Earnings Test Affect Labor Supply and Benefits Receipt?,” National
Tax Journal, 56(4), December 2003, 755-773 (with Peter Orszag).

“Why Did Employee Health Insurance Contributions Rise?,” Journal of Health Economics,
22(6), November 2003, 1085-1104 (with Robin McKnight).

“Estimating Price Elasticities When There is Smuggling: The Sensitivity of Smoking to Price in
Canada,” Journal of Health Economics 22(5), September 2003, 821-842 (with Anindya
Sen and Mark Stabile).

“The Retirement Incentive Effects of Canada’s Income Security Programs,” Canadian Journal of
Economics, 36(2), May 2003, 261-290 (with Michael Baker and Kevin Milligan).

“Evaluating Alternative Approaches to Incremental Health Insurance Expansion: What is the
Right Criterion?,” American Economic Review, 93(2), May 2003, 271-276.

“Smoking’s ‘Internalities’,” Regulation, 25(4), Winter 2002-2003, 52-57.

“Regulating Tobacco in the United States: The Government and the Court Room,” World
Economics, 3(3), July-September 2002, 27-53.

“Delays in Claiming Social Security Benefits,” Journal of Public Economics,84(3), June 2002,
357-386 (with Courtney Coile, Peter Diamond, and Alain Jousten)

“The Elasticity of Taxable Income: Evidence and Implications,” Journal of Public Economics,
84(1), April 2002, 1-33 (with Emmanuel Saez).

“Insuring Consumption Against [llness,” American Economic Review, 92(1), March 2002, 51-70
(with Paul Gertler).

“The Economics of Tobacco Regulation,” Health Affairs, 21(2), March/April 2002, 146-162.

"The Impact of the Tax System on Health Insurance Coverage,” International Journal of Health
Care Finance and Economics, vol 1 (3/4), 2002, 293-304.

“Is Addiction ‘Rational’? Theory and Evidence,” Quarterly Journal of Economics, 116(4),
November 2001, 1261-1303 (with Botond Koszegi).



00023

“The Wealth of the Unemployed,” Industrial and Labor Relations Review, 55(1), October 2001,
79-94.

“Public Health Insurance and Medical Treatment: The Equalizing Impact of the Medicaid
Expansions,” Journal of Public Economics, 82(1), October 2001,63-89 (with Janet
Currie).

“The Economic Impacts of the Tobacco Settlement,” Journal of Policy Analysis and
Management 21(1), 2001, 1-19 (with David Cutler, Raymond Hartman, Mary Beth
Landrum, Joseph P. Newhouse, and Merideth Rosenthal).

“Unemployment Insurance and Precautionary Savings,” Journal of Monetary Economics, 47(3),
June 2001, 545-579 (with Eric Engen).

“Tobacco at the Crossroads: The Past and Future of Smoking Regulation in the U.S.,” Journal of
Economic Perspectives, 15(2), Spring 2001, 193-212.

“Youth Smoking in the 1990s: Why Did it Rise and What are the Long Run Implications?,”
American Economic Review, 91(2), May 2001, p. 85-90.

“Disability Insurance Benefits and Labor Supply,” Journal of Political Economy, 108(6),
December 2000, 1162-1183.

“Microsimulation Estimates of the Effects of Tax Subsidies for Health Insurance,” National Tax
Journal, 53(3), Part I, September 2000, 329-342.

“Does Unemployment Insurance Crowd Out Spousal Labor Supply?,” Journa! of Labor
Economics, 18(3), July 2000, 546-572 (with Julie Cullen).

“Cash Welfare as a Consumption Smoothing Mechanism for Single Mothers,” Journal of Public
Economics, 75(2), February 2000, 157-182.

“Tax Subsidies for Health Insurance: Costs and Benefits,” Health Affairs, 19(1),
January/February 2000, 72-85 (with Larry Levitt).

“Social Security Programs and Retirement Around the World,” Research in Labor Economics,
18, 1999, 1-40 (with David Wise).

“Public Health Insurance and Private Savings,” Journal of Political Economy, 107(6), December
1999, 1249-1274 (with Aaron Yelowitz).

“Physician Fees and Procedure Intensity: The Case of Cesarean Delivery,” Journal of Health
Economics, 18(4), August 1999, 473-490 (with John Kim and Dina Mayzlin).

“Abortion Legalization and Child Living Circumstances: Who is the “Marginal Child?,”



00024

Quarterly Journal of Economics, 114(1), February 1999, 263-292 (with Phillip Levine
and Doug Staiger).

“Unemployment Insurance, Consumption Smoothing, and Private Insurance: Evidence from the
PSID and CEX,” Research in Employment Policy, 1, 1998, 3-32

“Social Security and Retirement: An International Comparison,” American Economic Review,
88(2), May 1998, 158-163 (with David Wise).

“Employment Separation and Health Insurance Coverage,” Journal of Public Economics, 66(3),
December 1997, 349-382(with Brigitte Madrian).

“Physician Fee Policy and Medicaid Program Costs,” Journal of Human Resources, 32(4), Fall
1997, 611-634 (with Kathleen Adams and Joseph Newhouse).

“Policy Watch: Medicaid and Uninsured Women and Children,” Journal of Economic
Perspectives, 11(4), Fall 1997, 199-208.

“Can Families Smooth Variable Earnings?,” Brookings Papers on Economic Activity, 1997:1,
229-305 (with Susan Dynarski).

“The Incidence of Payroll Taxation: Evidence from Chile,” Journal of Labor Economics, 15 (3,
Part 2), July 1997, S72-S101.

“Disability Insurance Rejection Rates and the Labor Supply of Older Workers,” Journal of
Public Economics, 64, 1997, 1-23 (with Jeffrey Kubik).

“The Consumption Smoothing Benefits of Unemployment Insurance.” American Economic
Review, 87(1), March 1997, 192-205.

“Medicaid and Private Insurance: Evidence and Policy Implications,” Health Affairs, 16(1),
January/February 1997, 194-200 (with David Cutler).

“Saving Babies: The Efficacy and Cost of Recent Expansions of Medicaid Eligibility for
Pregnant Women,” Journal of Political Economy, 104(6), December 1996, 1263-1296
(with Janet Currie).

“The Impact of Fundamental Tax Reform on Employer-Provided Health Insurance,” The
Insurance Tax Review, 11(1), July 1996, 41-44 (with James Poterba).

“Health Insurance Eligibility, Utilization of Medical Care, and Child Health,” Quarterly Journal
of Economics, 111(2), May 1996, 431-466 (with Janet Currie)

“Does Public Insurance Crowd Qut Private Insurance?,” Quarterly Journal of Economics,
111(2), May 1996, 391-430 (with David Cutler).



00025

“The Effect of Expanding the Medicaid Program on Public Insurance, Private Insurance, and
Redistribution,” American Economic Review, 86(2), May 1996, 368-373 (with David
Cutler).

“Physician Financial Incentives and the Diffusion of Cesarean Section Delivery,” RAND Journal
of Economics, 27(1), Spring 1996, 99-123 (with Maria Owings).

“Health Insurance Availability and the Retirement Decision,” American Economic Review,
85(4), September 1995, 938-948 (with Brigitte Madrian).

“Physician Payments and Infant Mortality: Evidence From Medicaid Fee Policy,” American
Economic Review, 85(2), May 1995, 106-111 (with Janet Currie and Michael Fischer).

“The Labor Market Effects of Introducing National Health Insurance: Evidence from Canada,”
Journal of Business and Economics Statistics, 13(2), April 1995, 163-174 (with Maria
Hanratty).

“State Mandated Benefits and Employer Provided Insurance,” Journal of Public Economics,
55(3), November 1994, 433-464.

“Limited Insurance Portability and Job Mobility: The Effect of Public Policy on Job-Lock,”
Industrial and Labor Relations Review, 48(1), October 1994, 86-102 (with Brigitte
Madrian).

“The Elasticity of Demand for Health Insurance: Evidence from the Self-Employed,” Quarterly
Journal of Economics, 109(3), August 1994, 701-734 (with James Poterba).

“The Effect of Competitive Pressure on Charity: Hospital Responses to Price Shopping in
California,” Journal of Health Economics, 13(2), July 1994, 183-212.

“The Incidence of Mandated Maternity Benefits,” American Economic Review, 84(3), June 1994,
622-641.

“Taxation and the Structure of Labor Markets: The Case of Corporatism,” Quarterly Journal of
Economics, 108(2), May 1993, 385-412 (with Lawrence Summers and Rodrigo Vergara).

Other Publications:

“The Affordable Care Act’s Lower-Than-Projected Premiums Will Save $190 Billion,” Center
for American Progress report (with Topher Spiro), available at
htip://www.americanprogress.org/issues/healthcarc/report/2013/10/23/77537/the-
alfordable-care-acts-lower-than-projected-premiums-will-save- 1 90-billion/

“Realizing Health Reform’s Potential: Will the Affordable Care Act Make Health Insurance
Affordable?,” Issue Brief, Commonwealth Fund, April 2011. Available at:



00026

http://www.commonwealthfund.org/~/media/Files/Publications/Issuc%20Brie720 1 1/Apr/
1493_Gruber_will_affordable_care_act_make_hlt ins_affordable_reform brief compres
sed.pdf (with Ian Perry).

“Health Care Reform Without the Individual Mandate: Replacing the Individual Mandate Would
Significantly Erode Coverage Gains and Raise Premiums for Health Care Consumers,”
issue paper from Center for American Progress, available at
http://www.americanprogress.org/issucs/201 1/02/pdf/gruber_mandate.pdf

“Be Careful What You Wish For: Repeal of the Affordable Care Act Would be Harmful to
Society and Costly for Our Country,” issue paper from Center for American Progress,
available at http://www.americanprogress.org/issues/2011/01/aca_repeal.html

“Why We Need an Individual Mandate,” issue paper from Center for American Progress,
available at http://www.americanprogress.org/issues/2010/04/individual_mandate.htm]

“Introduction to Social Security Programs and Retirement Around the World: The Relationship
to Youth Employment,” in Jonathan Gruber and David Wise, eds., Social Security
Programs and Retirement Around the World: The Relationship to Youth Employment,
forthcoming, University of Chicago Press (also available as NBER Working Paper
#14647, January 2009) (with David Wise).

“Introduction: What Have We Learned About the Problems of and Prospects for Disadvantaged
Youth?,” in Jonathan Gruber, ed., An Economic Perspective on the Problems of
Disadvantaged Youth. Chicago: University of Chicago Press, forthcoming.

“How Elastic is the Corporate Income Tax Base,” in Alan Auerbach, James Hines and Joel
Slemrod, eds., Taxing Corporate Income in the 21” Century. Cambridge: Cambridge
University Press, 2007, p. 140-163 (with Joshua Rauh).

“The Role of Consumer Copayments for Health Care: Lessons from the RAND Health Insurance
Experiment and Beyond”. Report for the Kaiser Family Foundation, October 2006.

Available at http://'www kff.org/insurance/7566.cfm

“Improving Opportunities and Incentives for Saving by Middle- and Low-Income Households,”
in Jason Furman and Jason E. Bordoff, eds., Path to Prosperity: Hamilton Project Ideas
on Income Security, Education and Taxes. Washington, D.C.: The Brookings Institution,
2008. (with William G. Gale and Peter R. Orszag).

“Social Security and the Evolution of Elderly Poverty,” in Alan Auerbach, David Card and John
Quigley, eds., Public Policy and the Income Distribution. New York: Russell Sage
Foundation, 2006, p. 259-287 (with Gary Engelhardt).

“Tax Policy for Health Insurance,” in James Poterba, ed., Tax Policy and the Economy 19.
Cambnidge, MA: MIT Press, 2005, p. 39-63.



00027

“Social Security Programs and Retirement Around the World: Fiscal Implications of Reform,
Introduction and Summary,” in Jonathan Gruber and David Wise, eds. Social Security
Programs and Retirement Around the World: Fiscal Implications of Reform. Chicago:
University of Chicago Press, 2007, 1-42 (with David Wise).

“The Fiscal Implications of Social Security Reform in the U.S.”, in Jonathan Gruber and David
Wise, eds. Social Security Programs and Retirement Around the World: Fiscal
Implications of Reform. Chicago: University of Chicago Press, 2007, 503-532 (with
Courntey Coile).

“The Fiscal Implications of Social Security Reform in Canada”, in Jonathan Gruber and David
Wise, eds. Social Security Programs and Retirement Around the World: Fiscal .
Implications of Reform. Chicago: University of Chicago Press, 2007, 83-118 (with
Michael Baker and Kevin Milligan).

“Social Security Programs and Retirement Around the World: Micro Estimation - Introduction
and Summary,” in Jonathan Gruber and David Wise, eds., Social Security Programs and
Retirement Around the World: Micro Estimation. Chicago: University of Chicago Press,
2004, p. 1-40.

“The Effect of Social Security on Retirement in the United States,” in Jonathan Gruber and
David Wise, eds., Social Security Programs and Retirement Around the World: Micro
Estimation. Chicago: University of Chicago Press, 2004, p. 691-730 (with Courtney
Coile)

“Income Security Programs and Retirement in Canada,” in Jonathan Gruber and David Wise,
eds., Social Security Programs and Retirement Around the World: Micro Estimation.
Chicago: University of Chicago Press, 2004, p. 99-154 (with Michael Baker and Kevin
Milligan).

“Health Insurance, Labor Supply, and Job Mobility: A Critical Review of the Literature,” in
Catherine McLaughlin, ed., Health Policy and the Uninsured. Washington, D.C.: Urban
Institute Press, 2004, p. 97-178 (with Brigitte Madrian).

“Medicaid,” in Robert Moffitt, ed., Means Tested Transfer Programs in the U.S. Chicago:
University of Chicago Press, 2003, pp. 15-77.

“Taxes and Health Insurance,” in James Poterba, ed., Tax Policy and the Economy 16,
Cambridge: MIT Press, 2002, p. 37-66.

“Health Policy in the Clinton Era: Once Bitten, Twice Shy,” in Jeffrey Frankel and Peter Orszag,
eds, American Economic Policy During the 1990s. Cambridge, MA: MIT Press, p. 825-
874 (with David Cutler).

“An International Perspective on Policies for an Aging Society,” in Stuart Altman and David
Schactman, eds., Policies for An Aging Society: Confronting the Economic and Political



00028

Challenges. Baltimore, MD: Johns Hopkins Press, 2002, p. 34-62 (with David Wise).

“Different Approaches to Pension Reform from an Economic Point of View,” in Social Security
Pension Reform in Europe, eds. Martin Feldstein and Horst Siebert. Chicago: University
of Chicago Press, 2002, p. 49-77 (with David Wise).

“Social Security Incentives for Retirement,” in David Wise, ed., Themes in the Economics of
Aging. Chicago, University of Chicago Press, p. 311-341 (with Courtney Coile).

“Covering the Uninsured: Incremental Policy Options for the U.S.,” in Huizhong Zhy, ed., The
Political Economy of Health Care Reforms. Kalamazoo, MI: Upjohn Institute, 2001, p.
65-86.

“Risky Behavior Among Youth: An Economic Analysis, Introduction” in Jonathan Gruber, ed.,
Risky Behavior Among Youth: An Economic Analysis. Chicago: University of Chicago
Press, 2001, p. 1-28.

“Youth Smoking in the U.S.: Evidence and Implications,” in Jonathan Gruber, ed., Risky
Behavior Among Youth: An Economic Analysis, Chicago: University of Chicago Press,
2001, p. 69-120 (with Jonathan Zinman).

“Social Security and Retirement Around the World” in Alan Auerbach and Ronald D Lee, eds.,
Demographic Change and Fiscal Policy. Cambridge, UK: Cambridge University Press,
2001, p. 159-190 (with David Wise).

“Health Insurance and the Labor Market,” in Joseph Newhouse and Anthony Culyer, eds., The
Handbook of Health Economics. Amsterdam: North Holland, p. 645-706.

“Payroll Taxation, Employer Mandates, and the Labor Market: Theory, Evidence, and
Unanswered Questions,” in Employee Benefits and Labor Markets in Canada and the
United States, William T. Alpert and Stephen A. Woodbury, editors. Kalamazoo, MI:
Upjohn Institute, 2000, p. 223-228.

“Transitional Subsidies for Health Insurance Coverage,” from the Task Force on the Future of
Health Insurance report series Strategies to Expand Health Insurance for Working
Families, The Commonwealth Fund, October 2000.

Tax Subsidies for Health Insurance: Evaluating the Costs and Benefits. Report prepared for the
Kaiser Family Foundation, January 2000 (available at www kff.org, or as NBER
Working Paper #7553).

“What to do About the Social Security Eamings Test?”. Center for Retirement Research at
Boston College, Issue in Brief #1. Boston, MA: 1999 (with Peter Orszag)

“Social Security and Retirement in the U.S.,” in Social Security and Retirement Around the
World, ]. Gruber and D. Wise, eds. Chicago: University of Chicago Press, 1999, 437-



474 (with Peter Diamond).

“Social Security and Retirement in Canada,” in Social Security and Retirement Around the
World, ]. Gruber and D. Wise, eds. Chicago: University of Chicago Press, 1999, 73-100.

“Social Security and Retirement Around the World: Introduction and Summary,” in Social
Security and Retirement Around the World, ]. Gruber and D. Wise, eds. Chicago:
University of Chicago Press, 1999, 1-36 (with David Wise).

“Health Insurance for Poor Women and Children in the U.S.: Lessons from the Past Decade,” in
Tax Policy and the Economy 11, James Poterba, ed., 1997. Cambridge, MA: MIT Press,
169-211.

“Fundamental Tax Reform and Employer-Provided Health Insurance,” in Economic Effects of
Fundamental Tax Reform, Henry 1. Aaron and William G. Gale, eds., 1996, 125-170
(with James Poterba).

“Health Insurance and Early Retirement: Evidence from the Availability of Continuation
Coverage,” in Advances in the Economics of Aging, David Wise, ed., 1996, 115-143
(with Brigitte Madrian).

“Tax Subsidies to Employer-Provided Health Insurance,” in Empirical Foundations of
Household Taxation, Martin Feldstein and James Poterba, eds. Chicago: University of
Chicago Press, 1996, 135-164 (with James Poterba).

“A Major Risk Approach to Health Insurance Reform,” in Tax Policy and the Economy 9, James
Poterba, ed., 1995. Cambridge, MA: MIT Press, 103-130 (with Martin Feldstein).

“Unemployment Insurance, Consumption Smoothing, and Private Insurance: Evidence from the
PSID and CEX,” in Advisory Council on Unemployment Compensation: Background
Papers, Volume 1, 1995. Washington, DC: ACUC.

“Payroll Taxation in the United States: Assessing the Alteratives,” in Enterprise Economics and
Tax Reform Working Papers Volume IiI, Robert Shapiro, ed. Washington, D.C.:
Progressive Foundation, October 1994.

“The Incidence of Mandated Employer-Provided Insurance: Lessons from Workers'
Compensation Insurance,” Tax Policy and the Economy 5, David Bradford, ed., 1991.
Cambridge, MA: MIT Press, 111-143 (with Alan Krueger).

Books:

Public Finance and Public Policy, 4™ Edition. New York: Worth Publishers, 2013.

Health Care Reform: What It Is, Why It's Necessary, How It Works,” New York: Hill and Wang,
2012.

00029



00030

Public Finance and Public Policy, 3" Edition. New York: Worth Publishers, 2010.
Public Finance and Public Policy, 2™ Edition. New York: Worth Publishers, 2007.
Public Finance and Public Policy, 1* Edition. New York: Worth Publishers, 2005.
Edited Volumes:

Social Security Programs and Retirement Around the World: The Relationship to Youth
Employment (with David Wise). Chicago: University of Chicago Press, forthcoming.

An Economic Perspective on the Problems of Disadvantaged Youth. Chicago: University of
Chicago Press, 2009,

The Fiscal Implications of Social Security Reform Around the World (with David Wise).
Chicago: University of Chicago Press, 2007.

Social Security Programs and Retirement Around the World: Micro Estimation (with David
Wise). Chicago, University of Chicago Press: 2004.

Risky Behavior Among Youth: An Economic Analysis, editor. Chicago: University of Chicago
Press, 2001.

Social Security and Retirement Around the World, editor (with David Wise). Chicago:
University of Chicago Press, 1999

Opinion Pieces

“In-hospital Care Save Money — and Lives,” Boston Globe, March 31, 2015, available at
http://www.bostonglobe.com/opinion/2015/03/30/hospital-care-saves-money-and-
lives/3QEgafleCxuxzqVércdliK/story.html

“Accounting for “Lost Pleasure” in a Cost-Benefit Analysis of Government Regulation: The
Case of the Food and Drug Administration’s Proposed Cigarette Labeling Regulation,” Annals of
Internal Medicine, 2015; 162: 64-65 (with Frank Chaloupka and Kenneth Warner)

“Obamacare Enrollment is Far From Over,” Talking Points Memo, April 1, 2014, at
http://talkingpointsmemo.com/cafe/obamacare-enrollment-is-far-from-over

“Obamacare Critics Still Just Tell One Side of the Jobs Story,” The New Republic, February 13,
2014, at hitp://www.newrepublic.com/article/| 166 | 3/obamacare-critics-still-tell-just-one-side-

jobs-story :

“Obamacare: It's a Net Gain for the Economy,” LA Times, February 9, 2014, available at:
http://articles.latimes.com/2014/feb/09/opinion/la-oe-gruber-cbo-report-economy-obamacare-



00031

20140209

“When Will We Get the Verdict on Obamacare?,” cnn.com, January 2, 2014, available at
hitp://www.con.com/20 14/01/02/opinion/pruber-aca-succeess/index. htmi?iref=allsearch

“The Cadillac Tax: A Game Changer for U.S. Health Care,” Harvard Business Review Blog,
November 15, 2013, at http://blogs.hbr.org/2013/11/the-cadillac-tax-a-game-changer-for-u-s-
health-care/

“Will the Health Care Law Help Small Businesses? Yes: At Last, Firms Will Have Affordable
Options,” Wall Street Journal, August 19, 2013, available at
htip://online.wsj.com/article/SB10001424127887323899704578587980558664600.htm}

“Will the Affordable Care Act Kill Jobs?,” blogged in The New Republic at
http://www.tnr.com/blog/plank/10479 1/gruber-care-act-job-killing

“Massachusetts Must Remain a Model on Health Care,” The Boston Globe, June 29, 2012,
available at
http://articles.boston.com/2012-06-29/opinion/32455838_1_insurance-access-health-insurance-
coverage-employer-sponsored-insurance

“A Thank You to Gov. Mitt Romney for Signing Massachusetts’ Historic Health Care Reform,”
http://www.masslive.com/opinion/index.ssf/2012/04/viewpoint_a_thank_you_to_gov_m.html

“Why the Individual Mandate is Effective and Efficient,”
http://www .thedailybeast.com/articles/2012/03/26/why-the-individual-mandate-is-effective-and-
efficient.html

“Health Care Reform in Wisconsin: The Facts,” available at:
\http://wisopinion.com/index.iml?mdl=article.mdl&article=37203

“Howard Dean Wrong, Individual Mandate Right,” blogged at The New Republic at
hup:/fwww.tnr.com/blog/ionathan-cohn/786 14/dean-vermont-health-insurance-mandate

“A Health Reform Critic Flunks Math,” blogged on The New Republic at
http://www.tnr.com/blog/jonathan-cohn/78583/health-reform-critic-flunks-math

* ¢Cadillac’ Tax isn’t a Tax — It’s a Plan to Finance Real Health Reform,” Washington Post,
December 28, 2009.

“Reform Requires Consumer Pressure,” Boston Globe, September 3™ 2009
“A Loophole Worth Closing,” New York Times, July 12, 2009.

“The Role of Individual Mandates in Health Reform”, Paper for the National Institute for Health
Care Management, January 2009. Available at



00032

http://www.nihcm.org/pdf/EV_Gruber FINAL 122208.pdf

“Medicine for the Job Market,” New York Times, December 4, 2008.

Discussions and Reviews

Introduction to the Second Edition of Managing and Evaluating Helathcare Intervention
Programs, Ian Duncan, ed., 2014

Discussion of lan Crawford, Michael Keen and Stephen Smith, “Value Added Tax and Excises,”
in Dimensions of Tax Design: The Mirlees Review, Institute for Fiscal Studies, eds..
Oxford: Oxford University Press, 2010, p. 407-422.

Discussion of William Jack, Arik Levinson and Jessica Vistnes, “Tax Subsidies for Out of
Pocket Health Care Costs,” in. Using Taxes to Reform Health Insurance: Pitfalls and
Promises, Henry J. Aaron and Leonard E. Burman, eds. Washington, D.C.: Brookings
Institution Press, 2008.

“Review of Chapter 5 of the Economic Report of the President,” Journal of Economic Literature,
43(3), September 2005, p. 805-809.

Discussion of Michael Hurd, “Bequests By Accident or By Design”, in Death and Dollars: The
Role of Gifts and Bequests in America, Alicia Munnell and Annika Sunden, eds.
Washington, D.C.: Brookings Institution Press, p. 126-129.

Discussion of Matthew J. Eichner, Mark B. McClellan, and David A. Wise, “Insurance or Self-
Insurance? Variation, Persistence, and Individual Health Accounts,” in Inquiries in the

Economics of Aging, David A. Wise, ed. Chicago: University of Chicago Press, 1998,
45-49.

Discussion of David M. Cutler and Mark B. McClellan, “What is Technological Change?,” in
Inquiries in the Economics of Aging, David A. Wise, ed. Chicago: University of Chicago
Press, 1998, 78-81.

Review of Retooling Social Security for the 21st Century: Right and Wrong Approaches to
Reform, by C. Eugene Stuerle and Jon M. Bakija, National Tax Journal, 47(1), March
1995, 159-163.

Discussion of Amold Harberger, “Tax Lore for Budding Reformers,” in R. Dombusch and S.
Edwards, eds, Reform, Recovery, and Growth, Chicago: University of Chicago Press,
1994.

Discussion of Brigitte Madrian, “The Effect of Health Insurance on Retirement,” in Brookings
Papers on Economic Activity, 1994:1, 241-247.

Review of Rationing America's Medical Care: The Oregon Plan and Beyond, ed. by Martin



Strosberg, Industrial & Labor Relations Review, 46(4), July 1993, 727-729.

Unpublished Manuscripts:

“The Efficiency Consequences of Health Care Privatization: Evidence from Medicare Advantage
Exits,” NBER Working Paper #21650, October 2015 (with Mark Duggan and Boris Vabson)

“The Robustness of Tests for Consumer Choice Inconsistencies,” NBER Working Paper #21617,
October 2015 (with Jason Abaluck)

“Non-Cognitive Deficits and Young Adult Outcomes: The Long-Run Impacts of a Universal
Child Care Program,” NBER Working Paper 21571, September 2015 (with Michael Baker and
Kevin Milligan)

“It’s Good to be First: Order Bias in Reading and Citing NBER Working Papers,” NBER
Working Paper #21141, May 2015 (with Dan Feenberg, Ina Ganguli, and Patrick Gaule)

“Uncovering Waste in U.S, Healthcare,” NBER Working Paper #21050, March 2015 (with
Joseph Doyle and John Graves)

“Prescription Drug Use Under Medicare Part D: A Linear Model of Nonlinear Budget Sets,”
NBER Working Paper #20976, February 2015 (with Jason Abaluck and Ashley Swanson)

“Cheaper by the Dozen: Using Sibling Discounts at Catholic Schools to Estimate the Price
Elasticity of Private School Attendance,” NBER Working Paper #15461, October 2009
(with Susan Dynarski and Danielle Li).

“Youth Smoking in the U.S.: Prices and Policies,” NBER Working Paper #7506, January 2000.

00033



00034

MORE INSURERS LOWER PREMIUMS

Evidence from Initial Pricing in the Health
Insurance Marketplaces

LEEMORE DAFNY
JONATHAN GRUBER
CHRISTOPHER ODY

ABSTRACT

First-ycar insurer participation in the Health Insurance Marketplaces (HIMs) established
by the Affordable Care Act is limited in many areas of the country. There are 3.9 partic-
ipants, on (population-weighted) average, in the 395 ratings arcas spanning the 34 states
with federally facilitated marketptaces (FEMs). Using data on the plans offered in the
M, together with predicled market shares for HIM participants (estimated using 2011
insurer-state market shares in the individual insurance market), we study the impact of
competition on premiums, We exploit variation in ratings-arca-level competition induced
by UnitedHealthcare's decision not lo participate in any of the FFMs. We estimate that the
second-lowest-price silver premium (which is directly linked to federal subsidies) would
have decreased by 5.4 percent, on average, had UnitedHealthcare participated. Ifall insur-
ers aclive in cach state’s individual insurance markel in 2011 had parlicipaled in all ratings
areas in that state’s HIM, we estimate this key premium would be 11.1% lower and 2014
federal subsidies would be reduced by $1.7 billion,

KEYWORDS: health insurance, insurance market competition, health insurance ex-
change, federally facilitated marketplaces
JEL CLASSIFICATION: H51, 111,118, L1

I. Introduction

The Patient Protection and Affordable Care Act (ACA), passed in March 2010 and up-
held by the US Supreme Court in June 2012, introduced dramatic reforms Lo the health
insurance industry. A number of benefit designs were banned, premium variation was
limited, and online marketplaces for the purchase of insucance were established in every
state. Along with Medicaid expansions and mandates for individuals te purchase and large
employers to offer coverage, these marketplaces are a key vehicle for expanding insurance
coverage. Federal health insurance subsidies are only available Lo those who purchase a
policy through Health Insurance Marketplaces (HIMs), formerly known as exchanges.
HIMs are intended to promote competition along “beneficial” dimensions (such as

Leemore Dafny {corresponding author, )-dafny@kellogg.northwestern.edu), Kellogg School of Man
agement, Northwestern University, and the National Burcan of Economic Rescarch. Jomathan Gru
ber, Massachusclts Institute of Technology and the National Buoreau of Economic Research. Christo-
pher Ody, Kcllegg Schaol of Management, Narthwestern University.
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premiums and quality}, while at the same time limiting competition along dimensions
thuught 1o be socially undesirable (such as selection based on Lhe health of enrollees).
Whether the federal health reform affordably expands insurance coverage will depend in
no small part on the success of FHIMs.

The success of HIMs, in turn, will depend on attracting both consumers and in-
surers, Competition can only have its salutary effects if there are competitors. Prior
to the ACA, health insurance markets were very concentrated. The average slate
Herfindahl-Hirschman index (HHI) for the individual insurance market was 4,100 in
2011, substantially higher than the Department of Justice's threshold of 2,500 for “highly
concentrated.” HIMs were designed Lo Jower barriers lo entry inlo the jnsurance indus-
try. By stecring a poo! of subsidy-eligible consumers to HIMs and mandating that individ-
uals carry insurance, policy makers hoped to create enough new demand Lo allow entrants
to achieve reasonable scale. HIMs also fulfill the rolc of “ceclifying” new entrants, whose
plans must satisfy federal standards in order to participate in these regulated marketplaces.
This federal stamp of approval serves to increase both consumer and supplier confidence
in the quality of entrants, a feat that has proved chailenging in recent history. And hy
displaying products online on a centralized website, HIMs reduce marketing, sales, and
administrative costs. In addition, the ACA provided subsidized loans Lo new, nonprofit
insurance co-operatives known as Consumer Operated and Oriented Plans, or CO-OPs.

In spile of these policies, there was limited participation in HIMs during 2014, their
first year of aperation (and the only year for which data are presently available). In the
discussion that follows, we focus exclusively on the 34 federally facilitated marketplaces
(FFMs), as our identification strategy and data pertain only to this set of marketplaces.
Of the 102 top-three insurers in the 34 FFMs, 55 participated in the relevant stale HIM.
A number of large national insurers, such as Aetna, Cigna, and Humana, participated in
only a limited number of HIMs.? As we discuss in detail below, the nation's largest insurer,
UnitedHealthcare {hereafter United), did not participate in any of the FFMs. Therc were
seme new entrants, however. Across all FFMs, there were 36 new insurer-state “entrics,”
where entry is defined as parlicipation by an insurer (hal did nol offer individual insurance
in that state in 2011 Of these 36, 13 were CO-OPs.!

The combination ol concentrated pre-HIM markets, substantial nonparticipation in
the HIMs, and limited entry imply highly concentrated marketplaces. Figure 1 gives the

1 Calculated using data from the Center for Consumer Information and Insurance Oversight (CCHIO),
described in Section 1

2 Ournwmbers may not maich those reported by the Department of Health and Human Services (or other
sotirces) as we atlempted to identify plans offered by the same insurer under different names and link themn
1o a single insurer.

3 Based on 2011 data, 33 of these 36 had not previously offered individual insurance in any FFM stale
Most “entzants” to the individual market are insurers who previously provided Medicaid managed care ina
given state.

4 ‘There are 13 new, federally sponsored CO-OPs aperaling in 13 of the 34 FFMs, [n 2014, cach CO-OP
aperated in vnly one state, with three exceptions, First, "CO OPortlunity Health” operates in both Lowa
and Nebraska, Second, *Health CO-OPerative SCW”™ and “"Cominon Ground Healthcare CO Olcrative™
operate in Wisconsin,
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FIGURE 1. Few insurers in many markets
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population-weighted distribution of insurers across the 395 federally delineated ratings
areas in the 34 FFM states. Ralings arcas are state-defined regions across which insurers
may vary price and participation.? Seven percent of the population lives in areas with
only one insurance option, and about half live in areas with three or fewcr options. On a
population-weighted basis, there are on average 3.9 insurers per market, with 2.9 incum-
bents (i.e., insurers who are nol new Lo the individual market), 0.3 CO-OF entrants, and
0.7 non-CO-OP entrants.

In this study, we explore the effect of insurer participation in HIMs on 2014 premi-
ums, Prior empirical research finds that insurer consolidation has led to higher premi-
ums for large cmployer-sponsored plans (Dafny, Duggan, and Ramanarayanan 2012) and
fully insured, small-group plans (Guardado, Emmons, and Kane 2013). The degree and
naturc of competition, and hence the quantitative relationship between market siruc-
ture and premiums, may be different in the HIMs* On one hand, HIMs standardize
some plan features and (acilitate plan comparisons, creating a more Bertrand-like pricing

5 According io the Department of Health and Human Services, ralings arcas "ovetlap with the issuer
setvice ateas in many, but not all, cases. In pencral, the number of Issuers or plans available in 2 rating arca
will be the number of choices available to all individuals and famities living in that rating area Issuers are
not required to offer a qualified health plan in cvery rating area within a state, bowever, 50 the number of
available tesuers and qualified health plans varies by rating area.” (US Department of Health and Human
Setvices 2013). Thus, ratings areas are natural matket definitions for insurance olfered through exchanges
6 'There are a number of additional reasons why extrapolating from Dafny, Duggan, and Ramanarayanan
(2012) lo our scenario is dilficult, For example, they study the large-group markel, and the initial level of
concentration in these markets during their study peclod is significantly lower.
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FIGURE 2, More insurers means lower premiums
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environment, If these design features enable this competitive ideal, markups can be low in
markets with as few as twao insurers, On the other hand, the ransparent display of non-
standardized plan features (c.g., provider networks) and (evenlually) plan quality may spur
praduct differentiation, higher markups, and potentially higher average premiums. Inad-
dition, the existence of subsidies may dampen the price elasticity of some buyers, temper
ing the relationship between competition and price (and implying more competitors are
needed, ceteris paribus, Lo generate competitive outcomes).

Qur empirical work focuses on Lhe premium for the second-lowest-priced silver plan
within a market. We refer to this premium as 2LPS. Federal subsidics are linked to the
2LPS, and past evidence suggests that the lower tail of the premium distribution may be
particularly important lo consumers (Ericsun and Starc 2012a). The 2LPS exhibits a sub-
slantial amount of variation nationally: among FFMs, the 90th percentile of 2LPS is 45%
higher than the 10th percentile.

Existing cross-seclional analyses suggest that HIMs with more insurers have lower
premiums.” Figure 2 illustrates that HIMs with more participants generally have lower
2LPS. The graph shows the distribution of 2LP8 by the number of HIM participants, along
with a fitted line from a univariate regression; while there is substantial variation around
the line, the slope is negative {correlation cocfficient = —0.35).

‘I'his fact admits many inlerpretations. For example, insurers may prefer o participale
in geographic markets where medical costs arc lower. To mitigate such endogeneity con-
cerns, we exploit United's decision Lo uniformly avoid all 34 FEMs as a source of quasi-
experimental variation in ex post marketplace concentration. United's nonparticipation
differentiaily affected the competitive environment across markets, owing to its pre-ACA

7 Sce, for cxample, hup:/faspe.hhs.govihcalthireportsi2013/MarketplacePremiums/ib.marketplace
-pretniums.cim
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premium and product characteristics as well as the parlicipation decisions, premiums, and
product characteristics of rivals. [Lis also a policy-relevant source of variation, as insur-
ers similar to United arc likely marginal nonparticipants: if expected profits for insurers
increase, large insurers who shunned the HIMS are likely to enter.

We construct a measure of the change in market concentration resulting from United’s
decision to avoid FEMs. We then model 2L PS across ratings arcas as a {unclion of this mea-
sure, We find that premiums are highest in markets where United’s participation would
have most reduced concentration. Our findings are robust to a wide variety of specification
checks.

We estimate that the population-weighted average 2LPS would have been 5.4 percent
lower had United entered all markets in the FEMs. If all insurers present in a state’s indi-
vidual market in 2011 had entered the FI'Ms, we estimate that the weighted average 2LPS
in the FEMs would have been 1.1 percent lower, We also find that 2LPS is lower in mar-
kets with CO-OPs, allhough we caution against a causal interpretation of this association
due to the potential endogeneity of CO-OP locations.

These results suggest that additional competitors can have a large impact on premioms
and federal subsidies for HIM plans. Spiro and Gruber (2013) estimate that each 1 percent
reduction in 2LPS reduces federal subsidies by 1.25 percent. Back-of-the-envelope calcu-
lations imply that attracting all incumbents to insurance markels would save an estimated
$1.7 billion in federal subsidies in 2014, and $105.2 billion over the 2014-23 ten-year
horizon, under the {(admittedly strong) assumptions Lhat our findings are generalizable
to state-based HIMs and that market structures do not change.

The remainder of the paper procecds as follows. Section IT provides background on
the health insurance marketplaces, United’s nonparticipation decision, and prior rescarch
on competition among hcalth insurers. Section 111 describes the construction of our data
set and discusses summary statistics, Section 1V presents the main analysis. Section V pro-
vides a faisification check of the results by examining the relationship between pre-HIM
individual market premiums and the instrument for HIM HHL. We also discuss robust-
ness of the findings Lo allernative specifications. Section VI cuncludes.

Il. Background

A HEALTH {NSURANCE MARKETPLACES

HiMs are regulated online marketplaces for the purchase of health insurance. In this pa-
per, we study HIMs for individual policies® The ACA gave states three options with
respect to the development of their HIMs: (1) design and manage their own (so-called
“state-bascd” markeiplaces)—selected by 16 states and DC; (2) let the federal govern-
ment design and operate the marketplace—selected by 27 states; (3) pursue a hybrid ap-
proach {“state-federal partnership” marketplace}—selected by 7 states. Options (2) and (3)

& HIMsforsmall group policies exist—and arc known by the acronym SEOP for the Small Flealth Optioms
Program—but as of this wriling they du not yet comply with many reyuirements included in the ACA.
Premium and other data on $SHODP plans are not readily available.
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together comprise the federally facilitated marketplaces (FEMs). All HIMs became avail-
able as of October 1, 2013, for individuals to purchase coverage effeclive in January 2014,

The broad design of an HIM is the same in every stale. Five ticrs of products are of-
fered. ‘The first tier consists of “catastrophic” high-deductible plans offered primarily to
those under age 30.° The four remaining tiers are categorized by “actuarial value™ {AV),
defined as the share of health-care spending that an insurance plan pays for a typical en-
rollec. These tiers are identificd by precious metals (AV thresholds): bronze (0.6); silver
{0.7); gold (0.8); and platinum {0.9}. The ACA requires all products sold on or off the HIMs
in the individual and small-group markets to conform 1o one of these ticrs. In addition,
all plans in these markels must salisfy federal standards regarding “essential health ben-
cfits.” Essential health benefits include coverage of a specified set of services, restrictions
on henefits limitations (such as annual spending limits), and a maximum out-of-pocket
exposure for enrollees of $6,350 (single)/$12,700 (fanily).

Subject to this standardization, insurers have wide Jatitude to design their products in
almost all states. For example, insurers may adjust {eatures of patient out-of-pocket costs
in any way that satisfics the AV standard for a plan’s metal ticr. Insurers can offer any plan
design that is within 2 percent of the actuarial-valuce target, as long as essential benefits are
covered. Insurers may also compete on network design, subject 1o broad restrictions on
network adequacy. The resulting variation across plans is meaningful. On the pre-ACA
Massachusetts exchange, which standardized benefits to a greater degree than required by
the ACA, the most expensive plan within a standardized benefits tier (and for a specific zip
code-age combination) was 50 percent more expensive than the cheapest plan (Ericson
and Starc 2013).

Plans on the HIMs set their own premiums. While there is no explicit premium reg-
ulation, there is regulation on the plan Medical Loss Ratio {MLR), the ratio of medical
benefits paid out lo premiums collected. MLRs must exceed 80 percent in the individual
and small-group market and 85 percent in the large-group market, which places limits
on the ability of firms to make large profits. In addition, premiums are community-rated,
varying unly by ratings area, lamily composition, tobacco use, and age, with a maximum
3:1 ratio of the premiums for the oldest:youngest enrollee.

All plans on an HIM must successfully complete the FIIM’s “plan certification process.”
The process is uniform across FFMs and is described through public announcements by
the Centers for Medicare and Medicaid Services." Fach plan must be certified as “quali-
fied health plan” (QHP) in the relevant state. QHPs must satisfy a set of standards regard-
ing licensure, service areas, network adegquacy, aad patient safety. They must also undergo
a review of rates. Stales may review QHP applications and provide recommendations 1o
CMS regarding cerlification

Individuals in the HIMs will in inost cases be purchasing insurance products using a
federal Lax subsidy. The ACA provides thal houscholds with income between 100 percent

9  The catastrophic plan is slso available 1o individuals who do not have the option to putchase insurance
helow the mandate alfordability threshaold of 8 percent of income.

10 For 2015, this notice is available at hitp:fwww.cms,gov/CClIO/Resources/Regulations and -Guidance
IDownloads/ 201 5-Mnal-issuer letter-3-14-2014.pdf.
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and 400 percent of the federal poverly line may access tax credits to offset some of their
premiums. These tax credits offset the difference belween premiums and a sliding-scale
percentage of income, beginning at 2 percent of income for households with income cqual
to 100 percent of the poverty line and rising to 9.5 percent of income between 300 percent
and 400 percent of the poverty line. In some stales, a federally funded Medicaid expansion
covers all those below 133 percent of the poverty line, so HIM participation starls at that
higher level; in states without Medicaid expansions, cligibility for FIIM subsidics begins at
100 pereent of the poverty line. An estimated 4.8 million individuals have income below
the federal poverty line and are incligible for subsidies and Medicaid.!!

B.UNITED'S NONPARTICIPATION

A standard difficulty with any study assessing the impact of market concentration on price
is the endogencity of market participation and market shares. In this setling, one concern
with regressing HIM premiums on market concenlration arises from the possibility that
participation decisions (whether by incumbents or de novo entrants) may have been af-
fecled by expectations about market premiums, Many of Lhe large national insurers, such
as Actna, Humana, and Cigna, selectively entered the HIMs. For example, Actna entered
16 of 34 FFMs.12

One exception is United, the nations largest commercial insurer. Once a mnid-
size tegional insurer, United now has a national foolprint, achieved largely through
acquisitions.” Its market share varies widely across states, with no consistent geographic
pattern. In the individual insurance market, thesc shares range from less than J percentin
Montana, North and South Dakota, New Hampshire, Maine, and Utah to over 20 percent
in South Carolina, Missouri, West Virginia, and Arizona,

The variation in United’s pre-HIM market position implics that its blanket nonpar-
ticipation decision (discussed below) differentially affected the competitive landscape of
cach market, United's decision not (o enler could affect 2LPS through two mechanisins:
(1) a “direct effect” arising from the possibility that United could have offered one of the
two lowest-priced silver plans in a given market; and/or (2) an “indirect effect” duc to
rivals’ strategically lowering their premiums to compete with United. We expect both ef-
fects 10 he larger in arcas where United would have been a more significant competitor
on the HIMs. In areas where United had higher pre-HIM market share in the individual
insurance market, we can infer that its combination of premium and product attributes
was relatively atiractive. Thus, its decision to stay out of the market ought to have softened
competition more considerably in these markets (the indirect effect). If United’s premium

11 Source: “Fhe Coverage Gap: Uninsured Poor Adults in States that Do Not Expand Medicaid,”
Kaiser Family Foundation Issue Brief, March 2014, hip:ifkaiscrfamilyfoundation Gles.wordpress.com
£2014/04/8505-the coverage-gap-uninsured-poor-adults-in-states-that-do-not-expand-medicaid.pdf.

12 These enlry decisions are nonrandom. For example. Actnas pre-exchange indlvidual market share {per
2011 CCINO data, described below) was mare than twice as high in the markets it entered as compared to
thuse it did not. Note thal Actna participates on seven exchanges using the Aetua brand name 1n most ather
cxchanges, it offers plans under the brand name of Coveniry, which it acquired in 2013,

13 Major plan acquisitions in the past decade include Oxford and Mid Aantic Medical Services (MAMSI)
in 2004, PacifiCare in 2005, Sicrra in 2008. and parts of HealthNet in 2009,
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tended to be on the low side in these markets as well, ali clse cqual we would also expect
the direct effect (o be larger in these areas. Qur data on pre-HIM individual market pre-
miums (deseribed in Section HI helow) confirm that United’s relative rates are lower in
states in which they have a larger presence.'

Note that if United’s decision not Lo participate in a market provoked others who would
not otherwise have participated to do so—and if this is particularly likely where United
had high pre-HIM share because the market opporlunity is more substantial—then our
estimated cffects will be downward-biased. Given the long application process associated
with participating in the first-generation FFMs, we believe this bias is likely to be small.
F'or the same reason, (he indirect elfect may also be low in the Grst year of the HIM oper-
ations, as rivals may not have had ample time to adjust their premiums in light of United's
nenparticipation decision.

Figure 3 depicts a timeline for insurers’ applications and submissions to HIMs, along
with pertinent public statements United made about their participation plans. Per the
Centers for Medicare and Medicaid Services (CMS), insurers had to submit their plan
designs by the end of March 2013 and premiums by May 3.7 However, there was likely
some flexibility to adjust premiums after that deadline, as Kathleen Sebelius, secretary of
the Department of Health and Human Services {which oversees CMS), staled in late june
that rates were not yet finalized.!

The first public proclamation of limited participation by United appeared in January
2013, when the Wall Street Journal teported that United was “expecied to participate
in 10 to 25 ... marketplaces ... out of ... 100.™7 As this total incorporates the small-
business HIMs (SHOPs), the implication is that United was expected to participate in 5-13
individual HIMs (out of the 51 HIMs, one in cach state as well as Washington, DC). The
article further quotes United’s CEQ as stating, “[United’s) level of interest in exchanges
will be driven by how we assess each local markel—how the exchange and rules are set up
state by state.” This statement foreshadows United's blanket decision to stay out of all the
TFEMs, which had uniforin regulations. It is therefore possible that some insurers accurately
predicled United’s nonparticipation in at least some states al this lime.

On April 18, 2013, a couple of weeks before HHS's May 3 Initial Qualified Health Plan
Submission Deadline, United’s CEO reiterated: “We will be very selective. . .. [We] do not
believe exchanges will be a significant factor ... in our 2014 commercial market outlook.”
Given (his statement occurred after the “participation deadline” of March 31 and before
premiums were finalized, this later announcement could have influenced pricing (the in-
direct effect). Nole, however, that even if rivals did nol attempt lo predict and incorporale

14 Specifically, Uniteds relative price position (as measured by where its premium per membet [alls in the
within state premium distribution) was lower in states where it had greater pee cxchange share

15 hup Hwww.cms gov/CCTIOfResources/Fact-Sheets- and-FAQs/Downloads/marketplace-timeline-narea
tive.pdr.

16 Sebelius asserted, ~We will be negotiating rates across the country.” While HHS lacks the authority 1o "ac-
lively negotiate” with plans (i.e., exclude plans if their rates are oo high), HHS may have had other levers to
negotiate with insurers, and insurers would likely have been frec to revise premiums downward al Lhis point,
hutp://kaiserhealthnews org/newsfsebelius-administration-is -negotiating -rates-in federal -cxchanges/.

17 hutp:f/online.wsj com/news/aslicles/SE1000142412788732446810457824 7332079234210.
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FIGURE 3, Could United have aifected rivals’ pricing?
January 2013
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levers 1o negotizte with insurers, and insurers would Likely have been [ves to revise premiums down-
ward at this poini http://kaiserhealthnews.nrg/news/sebelius-administration- is-negotiating-rales-in

federal-exchanges/.

United's decisions into their pricing decisions, the direct cffect would still operate as a
racchanism to lower premiums,

C.PRIOR RESEARCH

C.1. INSURANCE MARKET COMPETITION. This study builds on cxisting re-
scarch on competitiot among private insurers. A number of recent studics show that im-
perfect competition in various US heallh insurance markets leads to higher premiums,
These include Stare {2014) for the Medigap market, Ericson and Stare (2012b) for the Mas-
sachusetts heahh insurance exchange, Dafny, Duggan, and Ramanarayanan (2012) for the
large employer market, 2nd Guardado, Emmons, and Kane (2013} for the fully insured,
small-employer market. Starc predicts that entry of a single additional large insurer would
reduce the enrollment-weighted Medigap premium by 21 percent and expand the mar

ket by S0 percent. Ericson and Starc build a model of consumer demand using enrollment
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data from the Massachusetts health insurance exchange and simulate optimal insurer pric-
ing under alternalive compelitive scenarivs, They find thal pricing exceeds the levels pre-
dicted under perfect competition. Dafny, Duggan, and Ramanarayanan (2012) quantify
the impact of market concentration (as measured by HHI) on premium growth in the
large-group segmend, instrumenting for concentration using the predicied change in local
macket HHI gencrated by a large, national merger in 1999, This merger had varying im-
pacts on local markets owing to differences in the market shares and geographic overlap
of the merging firms. They estimate premiums in the average market were approximately
7 percentage points higher by 2007 duc to increases in local concentration between 1998
and 2006, Finally, Guardado, Emmons, and Kane (2013} use data on small-group pre-
miums at the Metropolitan Statistical Area (MSA) carrier level to study the impact of a
2008 merger between Nevada's first and third-largest insurance carriers, United and Sierra
Health Services. As compared to plans in control MSAs (matched to the reatinent MSAs
using propensity sceres), metropolitan arcas affected by the merger experienced premium
increases of 13.7 percent,

Our instrument is similar in spirit to that used by Dalny, Duggan, and Remanarayanan

(2012). We exploit variation in the local impact of United’s national nonparticipation deci-
sion to identify the effect of exchange market concentration on premiums, Whereas Dafny,
Duggan, and Ramanarayanan (2012) study the effcct of HHI on premium growth, we have
only ene year of data and hence focus on premium levels. Our point estimates are roughly
one-third the size of those reported by Dafny, Duggan, and Ramanarayanan (2012). Be-
cause their estimate captures the cumulative impact of changes in HHI over lime, it is
unsurprising that we find a smaller single-year effect.
C.2. EXCHANGE RESEARCH. As HIMs arc a recent phenomenon, there is a limited
amount of relevant prior research, We briefly discuss the literature on the threc most direct
predecessors Lo HIMs: the Massachussetts Connector exchange, Medicare Advantage, and
Medicare Part 1D,

There are a number of recent papers cxamining the Massachusetts Health Connec-
tor, an exchange established by the 2006 health-care reforms in Massachuselts. In a series
of papers, Ericson and Starc study (1) how changes in the degree of plan standardization
required by the exchange affected consumer choice, plans offered, 2nd pricing (Ericson
and Starc 2013), (2) what types of plans consumers choose (20 percent select the cheapest
option; Ericson and Starc 2012a), and (3) the interaction between age-specific consumer
price clasticities, imperfect competition, and modified community rating (Ericson and
Starc 2012b). Hackmann, Kolstad, and Kowalski (2013) report that average costs and pre-
miums per insured individual in Massachusetts decreased following the imposition of the
mandate lo carry insurance coverage, confirming adverse selection into the stale’s indi-
vidua! insurance markel prior to 2006.

Another predecessor of HIMs is the market for privately provided Medicare plans,
known today as "Medicare Advantage.” Like HIMs, competition among plans can af-
fect prices and subsidics. Unlike HIMs, market participants compete against traditional
Medicare, and often use the same provider reimbursement rates as traditional Medicare.
Medicare Advantage premiums (afier subsidies, which all Medicare eligible enjoy) can-
not fall below zero. In addition, profit margins are restricted. Thus, plans may provide
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beneficiaries with additional benefits beyond those offered in traditional Medicare. Of
greatest relevance Lo our work, a growing body ol evidence suggests that Medicare Ad-
vantage markets are imperfectly competitive, with alarge share of increases in government
subsidies accruing lo providers, rather than being competed away through more generous
enrollee benelits. (See, for example, Song, Landrum, and Chernew 2012; Song, Landrum,
and Chernew 2013; Cabral, Geruso, and Mahoney 2013; and Duggan, Stare, and Vabson
2014.)

There is a substantial and growing body of literature on Medicare Part D, a marketplace
with many similaritics to the H1Ms. In both scttings, the government subsidizes purchases
and creates rules o manage how competition among firms takes place. This lilerature
focuses heavily on whether enrollees make good choices, how limitations in consumer
decision-making affect firm hehavior, and how alternative choice architecture could im-
prove consumer wel(are, (See, for example, Abaluck and Gruber 2011, 2013; Ericson 2014;
Ketcham ctal. 2012; Kling ct al. 2012; Lucarelli, Prince, and Simon 2012; Zhou and Zhang
2012; and Heiss et al. 2012.) Overall, the Medicare Part D literature suggests that even with
robust entry, poor optimization by enrollees mitigates the salutary effects of competition.

Ill. Data and Methodclogy

We draw on a number of sources to create a data set of plans offered in the 395 ralings
arcas {across 34 FEMs), along with measures of ratings-area-level market structure and lo-
cal health spending. Because United’s nonparticipation decision was uniform only across
FFMs, welimit attention to these. We also construct a data set of enrollment and premiums
at various units of geography, depending on the source.

A.KEY DEPENDENT AND INDEPENOENT VARIABLES

Data on plans were downloaded from the healthcare.gov website.'® The plan data con-
tains insurer identificrs, plan metal tier, ratings areas in which a plan is offered, and
premiums for a 27-year-old. Our key dependent variable, 2LPS, is the premium for the
second-lowest-price silver plan in a ratings arca. Plan premiums for other ages and family
struclures are a cunstant percentage of the 27-year-old single premium. '

We focus on the 2LPS for two reasons. First, federal subsidics are linked to the 2LPS
in each “ratings area,” the geagraphic market utilized on the HIMs. More specifically, sub-
sidies are set so that 2LPS minus the subsidy is no more than x percent of incoine, where x
ranges between 2 and 9.5 and increases with income as described in Section I1. Those with
household incomes above 400 percent of the federal poverty linc are not eligible for subsi-
dies. Recently released enroliment data from the FFMs shows that 85 percent of enroliees
in 2014 received government subsidies.® The Congressional Budget Office projects that
76 percent of HIM cnrollees in 2020 will receive subsidies, accounting for $93 billion of

18 Source: htlps:/iwww healthcare gov/health- plan-information.

19 States had the appurtunity to design their own state-specific age curves for defining how premiums
would vary by age. None in our sample did so.

20 huptiaspe bhs govihealibireportsi2014/Markei PlaceEnsollment/Apr2014iexceliworkbook.xls,
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the $197 billion estimated cost of ACA's coverage expansions 2! Thus, 2LPS is a key driver
of the overall costs of the ACA.

Sccond, there is evidence that the lower segment of the premium distributioo is par-
ticularly important to consumers. As noted above, Ericson and Starc {2012a) report that
a substantial number of consumers who purchased insurance on the Massachusctis ex-
change in 2007-09 sclected the least expensive plan. In 2014, 65 pereent of FEM cnrollees
chose a silver plan, and 20 percent chose bronze plans.” More pragmatically, given the
number of plans, and our inability to judge which of these will prove relevant in each
marketplace, a measure like the mean or median is less informative. For completencss,
however, we also report results using such measures.

Our key independent variable for mcasuring competition is HHI, a predicted
Herlindahl-Hirschman index. Because the market is new, we must predict market shares
in order to compute a predicted HHL To do so, we match insurers appearing in the FFM
data with state-insurer enrellment data {in the individual insurance market) for 2011.
These data are collected and reported by the Center for Consutner Information and In-
surance Qversight (CCHO) for the purpose of enforcing the MLR regulations,

For insurcr i in ratings area m, we define sharey,, as its share among those insurers
who arc active within thal ratings area in the exchange, under the assumption that insus-
ers splil the market proportionally to their ex ante (i.c., 20§1) state sharcs. Based on the
timiled empirical evidence available, it appears that pre-exchange shares are highly corre-
lated with cxchange shares.?* This melhodology gives new entrants a share of zero. {In
Section V.B., we discuss the robustness of our results to alternalive share allocations
for entrants.) Denoting the set of insurers in market m as l,,, we construct HHI, =
¥ ierm shareim.

Next, we construct AHHI, the change in HHI resalting from United’s nonpartici-
pation. The predicted share of cach insurer had United entered the market is denoted
sharef,, and the predicied HHI is HHTY. United’s share had it entercd the FEMSs is

g . hareh
shareYy,.. Note that for 2ll insurers other than United, share,, = —=—t—Fhe in-

Veslmreyy,

erease in HHI from Uniled'’s nonparticipation can then be expressed as

AHHI,, = HHI, - HHIY Qy

Lt 2
AHHI =Y (L"f_) - (Z (sharel)! + (shareg,,c,,,)’) @,

— ot
o\l share iy m i

21 hup:tfwww.cho.govisites/default/files/choliles/attachments/45231- ACA _Estimates,pdf,

22 Tbid. 15 pereent chose catasirophic, gold, or platinum plans.

23 Emerging evidence on cxchange eneolbnent sugpests that pre-exchange shares are good indicators of
exchange shares. The Huffington Post collected enrollment data for cight states (CA, CT, MA, MN, NV, NY,
R1, WA). Using Lheir reported data (which excludes some small players) for states other than MA (which had
an cxchange prior to 2011}, we calculaled predicted exchange market sharcs nsing 201} CCHO data (and
excluding United) Tnsurcrs thal entered in 2014 but were not present in 2011 are assigned a shure of 0 in
2011, Insurers present in 2011 but nol participating in the exchanges are excluded. The correlation between
our predicted shares and the aclual 2014 shares was 0,63 (Data source: htip://wwwhuffingtonpost.com
12014/01/27 Mealth-insurance-obamacare.n.4661 164 html.}
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The effect of incrensing United's share on AHHI,, is

—fﬂ”fi- = 2{I1H1, — sharely  HHI, ~shared,..] (3).
Asharegem

"This cxpression shows thal, theorelically, United’s nonparlicipation has a nonmoenotonic
clfect on AHHL. If United is very large and its competitors are all small, AHHI will de-
crease in sharey,,c,, and can even becone negative. As a practical matter, AHH! in our
data is almost always increasing in United’s share, and is only negative for onc observation.
We censor this observation at zero in our main results; dropping it has litte impact on the
findings.

Analternative 10 AHHI is United’s pre-exchange share. The advantage of using HHI is
that it captures the relative importance of United's rivals: a 10 percent United share matters
more in a market with just one rival (AHHI = 1, 800) than in a markel with, say, threc
cqually sized rivals (each with pre-exchange market sharc of 30 percent, yiclding AHHI =
533). As a robustness check, however, wealso examine results using Uniled's pre-exchange
share in place of AHHIJ,

B. ADDITIONAL CONTROLS

We supplement vur dala set with a number of contrals thal may affect health-care costs,
insurance preferences, or the competitive environment in a ratings area. The first of these
measures is hospital price, constructed using 2007-09 hospital-level data from the Cen-
ters for Medicare and Medicaid Services' Healthcare Cost Report Information System
(HCRIS) data set.* Hospitals account for roughly one-third of spending by private in-
surance plans, hence hospital prices are a significant determinant of premiums. We follow
the methodology in Dafny (2009), which calculates price as the net inpatient revenue per
case-mix adjusted, non-Medicarc admission.?* Although it would be preferable to exclude
Medicaid admissions from Uhis price measure, as hospitals are paid largely fixed rales for
these patients, the FICRIS data on Medicaid revenues are exceedingly noisy.

Per Dafay and Ramanarayanan (2012), nonprofits with significant market share
charge lower premiums, ceteris paribus, than for-profits. We control for this by including
the expected market share of nonprofit insurers, share NFP, using the same methodology
to assign shares that we used to caleulate HHI. We account separately for the presence
of a nonprofit CO-OP using a dummy variable (which varies at the ratings-arca level).?
Both share NFP and CO-OP are likely to be endogenous, However, the similarity of the

24 Cost Report estimales for hospital prices shift from year to year. For example, the non-Medicare
admission-weighled correlation in prices for facilitics in 2007 and 2009 is 0.73. We thercfere pool three
years (deflaling tw a commen year using the CPI) to improve the precision of our estimales.

25 W use cach hospital’s Medicare Case-Mix Index (CMI] 1o adjust for admissions severity; non-Medicare
CMI is not reported. Critical Access Hospitals and other hospitals not paid under Medicare's Prospective
Payment System are exciuded [tom the sample.

26 Our methodology assigns zero share Lo entrants, hence the need for a separate variable. In addition,
aonprofit CO-OPs are of independent interest as they are new cnlrants partially funded by government
loans.
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results with and without controls tempers concerns that their inclusion biases the effect of
interest {i.e., how compelition affects price).

Last, we include a parsimonious set of demographic controls in our main specifica-
tion: per capita income for 2011 from the Bureau of Economic Analysis, and percent
black and percent Hispanic from Census data. Although we considered many other de-
mographic controls (such as percent diabetic and percent uninsured) and market-level
contrals (such as arca hospilal market concentration), and (as discussed in Section V.B.
below) the key resulls are robust to inclusion of these controls, we did not retain them
in our preferred specification for two reasons. First, the cocfficicnt estimates display clas-
sic signs of multicollincarity, and second, multiple demographic controls absorb degreces
of freedom that are particularly scarce in our falsification tests, which rely on state and
MSA-level data,

Notably, we present estimales excluding all controls to illustrate their impact on the
results, All regressions are weighted using the 2011 ratings-area population estimates as
weights.?”

C.ADDRESSING LIMITATIONS OF THE INSTRUMENTAL
VARIABLES APPROACH

"To satisfy the exclusion restriction, our instrument must be correlated with predicted ex-
change HHI, but uncorrclated with other determinants of premiums.®® There are two
primary mechanisms by which this assumption could be violated, First, United’s market
share may itself capture underlying market condilions in a way that is reflected in premi-
ums. For example, Uniled may be able 10 compete more effectively in high-cosl insurance
markets where its ability to negotiate tough deals with providers can be most valuable. To
address this concern, we use pre-HIM data to show that there is no preexisting correlalion
between the instrument and insurance premiums.

Idcaily, we would like to have a measure of pre-cxchange premiums for individual
policies at the ratings-area level. Unfortunately, these data do not exist. Therefore, we
consider four distinct alternatives, cach with strengths and limitatiops. We construct two
measures of premiums from the 2011 Medical Expenditure Panel Susvey Insurance Com-
ponent (MEPS-IC). The first is (he average estimated single enrollee (as opposed Lo fam-
tly) premium for private-sector establishments.” The MEPS-IC publishes these data for

27 The coeificlents of interest are smaller, but cemain statistically significant in unweighted models.

28 A sufficient condition for United's nonentry 10 be an exogenous decision is for it to have been driven by
United having a particularly high lixed cost to entering any FFMs, [, by contrast. United's nonparticipation
was driven by price shoeks that were unobserved to the cconametrician, then the fact that United chose not
to enter but that Actna, Cigna, and Humana did cnter in some markets should lead us to update our priors
about prices in markets in which United had been dominant. Note thal this source of endogeneity biases
our estimales downward; that is, if Uniled shunned all of the FFMs because of negative profis shocks 1o the
markets in which il was likely to be dominant, then we would expect lower prices in markets that had been
United heavy, To test for this possibility, we confirmed thal our results are robust 1o excluding the states
in which United had the most enmllees (i.c., larger states in which United had had a presence, like Texas,
Florida, and Michigan).

29 The MEPS reports raw premiums without any case-mix adjustment.
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large MSAs and state “residuals” (i.e., non-MSA areas). Therefore, the strength of this
muasure is that it is available 2l a relatively fine level of geography; our 34 slales contain
79 MEPS-1C markets.™® However, employer premiums are imperfectly correlated with
individual-market premiums-—in spite of the fact that both reflect local market cost and
utilization trends—limiting the valuc of cvidence that employer premiums are uncorre-
lated with AHHI {the falsification exercise).® Hence, we also present results using the
average cstimated single enrollee premium for small employers only, which is more closcly
linked to the individual market.?? The limitation of this sccond measure is that it is only
available at the state level, owing to MEPS-IC confidentiality restrictions.

Our third measure of pre-exchange premivms is the average 2011 individual mar-
kel premium by state, as reported by CCIIO. (This source is also used to calculate our
pre-exchange market shares, as described above.) This average premium is available for
the most relevant markel segment {the individual market), but only at the state level. The
fourth and final measure of premiums comes from the Large Employer Health Insurance
Dataset (LEID} for 2009, the most recenl year for which we have these data. LEHID is
a proprictary data scl containing information on the health insurance plans (and asso-
ciated premiums) offered by a sample of very large employers. The details of these data,
as welt as their comparability with other sources, are discussed in Dafny (2010). LEHID's
main strengths arc that it is available al a relatively disaggregated level of peography (our
34 states contain 98 LEHID markets),” and that it includes a rich set of variables we can
use Lo control for plan and employee characterislics. However, the data are older and re-
flect an even more distant market segment from the individual market than the MEPS-1C
all-employer sample.

A second concern with our identifying assumption is that variation in AHHI comes
nol only from variation across states in United's individual insurance market share, but
also from the decisions of other insurers to participaie on the HIMs in cach ratings area,
This arises from the fact that United’s predicted share for each ratings area is defined as

30 MS5Asand ratings arcas do not perfecily match. We assigh eacls ralings area to the MSA with the highest
share of the ratings arca’s population. We follow the same procedure for assigning ratings areas to LEHID
mackets.

31 Most employer-sponsored plans are sclf insured, whercas all individual plans arc fully insured. Self- and
fully insured plans are subject 1o different regulations and premium taxes, and markel parlicipants may differ
across the two seginents. For more details, sce Dafny, Duggan, and Ramanarayanan (2012}, The correlation
between state-level employer premiums and small-employer premiums in the MEPS is .61,

32 Most small-group plans ace fully insured. and therefore subject to the same regulations as individual
policies, In addition, state-level regulations regarding community rating (when present) are ofien the same
for individuals and small groups,

33 There are 139 gengraphic mackels defined by LEHID, Most reflect metropolitan areas or nonmeltropoli
tan arcas within the same state (c.g.. Chicago, Northern [llinois cxcept Chicago, Southern Ilinois), although
a few cross state boundaries,

34 To improve the precision of our estimates for AHHI, we poal LEHID data from 2007-09 and include
both sclf- and [ully insured encollees when construciing insurer shares. When constracting LEHIND premi
ums, we use only 2009 and only fully insured enrollees, as the fully insured segment is more similar to the
individual market than the sclf insured segment. The falsification results are nol sensitive 1o this decision,
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the ratio of its state-level share to the sum of state-level shares of all insurers participating
on the exchange in thal ralings arca. The advanlage of defining AHHI in this way (rather
than using all insurers’ pre-exchange state-level shares) is that it provides a more accurale
estimale of United's likely market share in a ratings area. Some insurers are not active in
all areas of a state, and this is likely a principal driver of their decision nol to pasticipate
on the HIMs in these arcas, The disadvantage is that parlicipation may also depend on
unobserved faclors correlated with exchange premiums, For example, more insurers may
wish Lo participate in arcas where HIMs are likely to attract healthy enrollees, generating
a spurious negative correlation between premiums and concentration. To the extent that
these confounding factors vary at the state level, state fixed effects will address this con-
cern. In Scction V.B., we confirm that the reduced-form cocefficient of interest is indeed
robust Lo inclusion of state fixed effects.”

We also construct a measurc of AHHI that mitigates concerns about the endogenc-
ity of within-state insurcr participation decisions; this is accomplished by constructing
insurer shares using purely ex anle data (i.e, not conditioning upon which incumbent
individual market insurers actually offered plans in a given market). We cannot rcly on
the CCIIO state-level data, as doing so would result in only 34 unique values for AHH!
(and correspondingly noisy estimates). The MEPS-IC cannot be readily used to calcu-
late insurer markel shares, as there is no data field identifying the insurance carrier for
each plan. Hence, we utilize the LEHID data (which, as previously noted, reflect the large-
group market) and data from InterStudy, a proprivtary source of insurer enrollment data
by MSA¥ For both sources, we limit the data to fully insured private insurance plans.”
‘The LEHID data yicld 98 unique market obscrvations, and the InterStudy data contain 79
MSAs.

D. SUMMARY STATISTICS

‘Izble 1 presents population-weighted summary statistics for the 395 ratings areas ("ex-
change markets”) in FEM states. Exchange markets are highly concentrated: the average
number of insurers per markel is only 3.9. Predicted HHIs are correspendingly very high,
with an average of 7,323, much greater than the DOJ/FTC threshold of 2,500 for “very
concentrated,” We caution that these HHIs are overstated because our methodology docs
not allocate share to entrants (who do not appear in the CCIIO data). Nearly 30 percent
of peaple live in markets with one to two insurers, and half live in markets with three

35 Our prefereed specifications do not include state fixed elfects, however, as these absorb a significant
amount of the variation in AHHI,

36 We alleinpled to create additional ohservations for “state residuals.” However, most states have MSAs
that cross state boundaties, making it impossible ta infer inarket shares for state residuals, Adding in the
state residuals for which this is not a problem does not substantively change the results.

37 The InterStudy data also contain enrollment for self insured plans and commercial Medicaid. We cxam
ined whether the eesults are robust 1o (1) including the sell insured lives, and (2) induding Medicaid lives
and adding a separate contro} for Medicaid's sharc of covered lives. In both cascs, the main resulls remain
gualitatively similar, but ihe cocfficient on AHHI ceases to be significant at conventional levels
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FIGURE 4. Predicted impact of United's decision
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or {ewer insurers.® Despite the relatively sinall number of insurers, most ralings areas
feature a large number of plans: the mean is 50.9 (including all mectal tiers), and 17.2 for
silver plans only. The predicied share of nonprofit insurers averages 61 percenl. One in
three markets contains a CO-OP.

Figure 4 is a histogram depicting the number of ratings arcas with diffcrent ranges of
AHHI. The figure reveals that the predicted impact of United on markel concentration
is large and varies significantly across markets. The population-weighted mean of AHHI
is 1,644, which is similar in magnitude to the change in HHI that would result from a
transition from three to two evenly sized firms.

Figure S presents information on the identities of the firms that offer onc of the two
lowes silver premiums in exchange markets. The Blues offer the plurality of low-premium
exchange plans (57 percent), which is unsurprising given their high market shares in
pre-exchange individual insurance, low premiums, and near-universal participation in
HIMs¥ As a first hint that CO-OPs are associated with lower ZLPS, we find they are
ofien represented in the bottom two. Significantly, for-profit incumbents (i.c., firms like
United) offercd 20 percent of these low-priced plans,

38 Because more populous markets tend to have mose competitars, the average market is less competitive
than the population-weighted numbers suggest. The unweighted average number of insurers and FIH1 are
2.8 and 8,320, respectively.

39 Dafny and Ramanarayanan (2012} find evidence suggesting the largest nonprofit Blues have lower pre
miums than comparably sized tor-profil Blues
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FIGURE 5. ldentity of 1st and 2nd towest-priced silver insurers, by category
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IV. The Relationship between Market Structure and Prices

A.ARE PRICES CORRELATED WITH MARKET STRUCTURE?

We begin by examining whether 2L P§ is correlated with our endogenous measure of
competition. More specifically, we estimate the following equation using data at the
ratings-area level:

In(2LPS}y = BHHL I+ XAl + £, (4).

HH I, is our estimate of market competition and X,, is a vector of optional contrals,
specifically In(fiospital price), In{per capita income), share NFP, CO-OP, percent
black, and percent Hispanic. All ebservalions are weighted by the 2011 ratings-area pop
ulation. Results from this endogenous regression are presented in the first two columns
of Tahle 2. The first column excludes the control variables, while the second columa in-
cludes them. In both specifications, grealer concentration is positively and significantly
correlaled with 2LPS. The results imply a onc-standard-deviation decrease in HHI (equal
to 0.2, per Table 1, which is slightly larger than the mean decrease in HHI that would re-
sult if United entered all ratings areas) is associated with a reduction in 2LPS of 5.6-7.2
percent. Of course, given the endogencity concerns raised above, we arc hesitant to place
a causal interpretation on the findings.

B.DOES COMPETITION HAVE A CAUSAL EFFECT ON PREMIUMS?

Nexl, we investigate whether compctition has a causal cffect on premiums, We posit that
United's decision not to participate in any of the FFMs is a source of plausibly exogenous
variation in exchanpge market structure. We use AHHI,,, as defined in Section {ILA, to
instrument for H H I,. In the following three subsections, we (1) confinn thal AHHI,, is
correlated with H H 1,,,; (2) show that AHHI, is correlated with 2LPS; and (3) estimate
equation 4 using AHIHI,, as an instrument for HH I,

B.1. FIRST-STAGE MODEL. To cvaluate whether AHHI, is indeed predictive of
changes in H H I,,, we cstimate the following model;

HHI, = BAHHI [+ X, Al T & {5).
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TABLE 2. Main results

Endogenous First Reduced Instrumental
regression stage form variables
Dep var = Dep var = Dep var = Depvar =
inl2LPS) HHI Ln(2LPS] In[2LPS)
4] (2 13) 14) (5 0] 7 18]
HHI 0.274"  0.348" 02600 03367
{0.040) (0.041) {0.079) (0.083)
AHHI 0.954% 08717 0.248% 0293
(0081) (0.079) (0.079) (0.078)
In{per capita income) 0.058 0.138¢ 0.0y D055
(0.045) (0.049) (0.048) (0.048)
In(hospital price) 0.183* -0.011 0.179* 0.183%*
{0.038) {0.041) (0.041) (0.038)
CO-OF in markel -0.086* 0.022 -0.078* ~0.088"
{(0.017) (0.019) (0.019) {0.018)
Share nongrofit -0.077* 0.157* 0023 0.075*
(0.022) 0023) {0.023) {0.024)
Percent back 0.156" 0.241° {.240° 0,154
(0.064) (0.069) (0.068) (0.066)
Percent Hispanic -0.087¢ -0,281* ~0.186* =0.091
{0.052) (0.055) {0.054) {0.056)
R? 0.105 0.290 0.259 0398  0.025 0.185 0.105 0.289

Notes: N = 395, All regressions are weighted by the ratings-area population under 65, as reported
by the US Census. The instrument for HHI is AHHL Standard errors in parentheses. p < 0.01,
bp < 0,05, %p < 0.10

Results are presented in the third and fourth columns of Table 2, first excluding and then
including the contrals described above. Across both specifications, changes in AHHI,,
translate into H HI,, ncarly one for one, and the coefficient estimates arc highly statisti-
cally significant. A number of the controls, such as income, racial composition, and share
NFP, are significanl predictors of HHI.

B.2. REDUCED FORM. The reduced-form model relates exchange premiums to the
instrument, that is,

In(2LPS,) = BAHHI [+ X, A] + &, (5).

The resulls, presented in the fifth and sixth columns of Table 2, imply thal premiums are
higher in markets where United’s nonparticipation has a larger effect on predicted mar
ket competition. For example, in a market with the median weighted AHHI,,, we predict
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2LPS would have heen 3.6 percent lower.® The remaining variables enter with the ex-
pected signs, We discuss them lurther in the following section.
B.3. INSTRUMENTAL VARIABLES. Finally, we estimate the TV regression

In{2L PS,)) = SHHI |+ XA + €n (7

instrumenting for H H 1, with AHHI,,. The results, presented in the final two columns of
Table 2, suggest a meaningful impact of United’s nonparticipation on premiums. Given the
first-stage coefficient estimates are close to 1, the coefTicients are very similar in magnitude
to the reduced-form estimates in the adjacent columns, The results are also fairly similar
to the QLS results from the first iwo columns, potentially mitigating endogenceity concerns
with the OLS results.,

Ta gauge the inagnitude of the results, we examine how premiums would change under
two scenarios: (1) United enters alt FFM ratings areas; and (2) all incumibent insurers enter
all FFM ratings areas in the states in which they offered individual insurance in 2011,
Using the coefficient in column 8 (the specification with controls) as our central estimale,
we calenlate that population-weighted 2L PS would have been 5.4 percent lower under
scenario (1) and 11.1 percent lower under scenario (2). We caution that the latter estimate
requires making projections far out of sample, where the assumption of a linear cffect of
changes in HHI is less likely to be valid.

The estimate for the effect of CO-OP on premiums is of independent policy interest.
2LPS is 8.1 percent lower in markets with CO-OPs; however, as we discuss in Seclion
V.B. bulow, CO-OP location may be endogenous. The ceeflicients on the remaining con-
trols enter with plausible signs and magnitudes. A 1 percent increase in inpatient hospitat
prices is associaled with 2 ~0.2 percent increase in insurance premiums. This is the same
proportion of private health-care expenditures attributable to inpatient care for privately
insured, nonclderly patients.!!

Our reduced-form estimates combine the “direct” and "indirect” effects previously de-
scribed. Ta gauge the plausibility of our combined estimate and to attempt o disentangle
the two, we performed two dilferent exercises. As a first exercise, we simulated the effects
of adding a randumly selected participant (from the set of all participants, in all ratings
areas) as an “entran(” into cach ratings area. We normalized the entrant’s premioms to ac-
count for dilferences in the mean and variance of premiums across states, and we repeated
the exercise 1,000 times Lo obtain average effects and standard etrors, Details are provided
in the Online Appendix (www milpressjournals.org/doi/Suppl/10.1162/ajhe.a_00003),
The results suggest that adding a randemly sclected entrant 1o all markets reduces the
weighled-average 2LPS by 4.5 percent, on average. As a second exercise, we removed
each of the three largest FEM participants from the data and recalculated 2LPS. Ar-
guably, these insurers are the closesl unalogs o United. The resulting increases in 2LPS

40 Using the estimate of 0.293 from column 6 {the specification with controls), together with the median
weighted AHHI,, of 0.12, yiclds exp{0.293 x 0.12) = 1036,
41 Figure is [rom Health Care Cost Institute (2013).
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averaged 4.5 pereent.™ Overall, these results suggest that the magnitudes we obtain are
sensible, und that the premium increases we estimale could be driven entirely by the direct
effect.

V. Robustness

A FALSIFICATION EXERCISE

As noled earlier, there arc potenlial cancerns aboul the endogencity of our instrument. In
this section, we present a serics of falsification tests designed to examine those concerns.

Our first test documents that AHHT is uncorrelated with preperiod premiuims, which
should aliay concerns that the share of the market held by United is correlated with omitied
determinants of exchange premiums. Preperiod premivm data do not exist at the ratings-
area level. We thercefore use several sources of premium dala, some available at the state
Jevel, some at roughly the MSA (and MSA residual) level, and one at the LEHID market
level, Given the higher level of agi;rcgalion {refative to the ratings arca), our stalistical
tests will have Jower power, making it harder to reject the null of no correlation between
AHHI and preperiod premiums. Hence, we compare the results from these regressions
with thosc obtained from estimating our primary reduced-form regression (equation 6}
using the same geographical market definitions. ‘Table 3 presents these results. To increase
the comparability of estimates across different dependent and independent variables, we
standardize both the dependent and independent variables (by subiracting the mean and
dividing by the standard deviation). All specifications are weighted and include the set of
controls from prior modecls.

Column 1 presenls results using MEPS MSA-level dala on premiums for employer-
sponsored plans. Specification 1 (ic, the top specification) examines whether our
reduced-form relationship between 2L P § and AHHI (rom column 6 of Table 2 is present
when the data arc aggregated to the MSA level. The point estimate is smafler than our es-
limate from the ratings-area data (i.c., 0.194 vs. 0.336), and statistically significant at p <
0.10. In contrasl, specification 2 (i.c., the bottom specification) contains no evidence of
a slatistically significant relationship between MEPS employer premiums in the prepe-
riod and AHHI. The point estimate is near zero, albeit with large standard errors. The
difference between the coefficient estimales in specifications 1 and 2 is not statistically
significant at conventional levels.

Columns 2 and 3 repeat the same analysis using state-level preperiod premium data; as
discussed above, both the MEPS small-employer premium dala and the CCHO individual
insurance data are only available at the state level. Given the high level of aggregation, it
is unsurprising that the cocfficients from specification 1 {while very similar in magnitude

42 Removing Actna (which participated primarily through its Coventry brand, which offers Medicaid
HMOs} from the calculation of 2LPS resulls in a weighted-average iucrease in 2LPS (across the markets
in which it participated) of 2.5 pereent. Removing 1Humana or Wellpoint {scparalely) increases weighted
average 2008 by 5.9 and 5.2 petcent, respeclively. A simple average across these estimates is 4.5 pereent,
We caution that the specific market participation decisions of these insurers appear to be endogenous {sce
footnote 13), hence this exercise is targely descriptive.
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to that in column 1) are not statistically significant at conventinnal levels in either column
2 or colwnn 3. For both dependent variables, the cocflicient eslimates from specification
2 are near zero, although with 34 observations our standard errors are quite large and
two-sided tests of cocfficient equality easily accept the null.

Colunin 4 repeats the analysis again using LEHID market definitions and premiums.
The LEHID specifications include controls for the underlying plan and enrollee charac-
teristics. These include plan design factor, which reflects the actuarial value of observed
plans in the relevant markel, and demographic factor, a summary measure capturing
characieristics of the insured LERID population (.., family size and gender).®

The poinl estimale in specification 1 is again lwo-lhirds as large as our central estimate
and remains significant at p < 0.10. The coefiicient estimate on AHHI in specification 2 is
again near zero; there is no evidence that AHHI is significantly correlated with preperiod
LEHIT premiums. Here, the cocfficients [rom specifications 1 and 2 are distinguishable
atp =016,

The other major concern raised above was our instrument conditions on insurers who
choosc to participate in state HIMs. To address this point, we turn to the LEHID and In-
terStudy data sets, which allow us to construct measures of AHHI using purely ex ante
estimates of market share. Column 4 replaces only the dependent variable with premiums
caleulated from LEHID, and utilizes the LEHID market as the unit of observation. Col-
umn 5 also replaces AHHT with a LEHID-based version thal uses pre-exchange market
shares for all incumbents. The puint estimates for specification 1 are virtually the same
as those reported in columns 1-4, although the standard error is larger in column 5,
In specification 2, there is no evidence that AHHT is correlaled with preperiod LEHID
premiums.

Finally, the last colurmn of Table 3 uses AHHI constructed from InterStudy MSA mar-
ket sharcs for all employers. We are only able to estimate specification 1, as we lack Inter-
Study premiurm data. The coefficient estimate is similar in magnitude to the other columns
and statistically significant al p < 0.10.

In summary, there is some evidence (albeit weaker and noisier) that AHHT is corre-
lated with 2L P § cven when the data are aggregated to higher levels of geography. By con-
{rast, there is no evidence that Af{HT is correlated with pee-exchange premiums: the point
cstimates in the falsification exercises in specification 2 are always near zero. However, the
coefficients from the exchange and pre-cxchange periods are not statistically distinguish-
able from one another. Wealso find that substiluting our version of AHH! with a measure
Lthat docs not depend on incumbents’ exchange participation decisions has little impact on
the reduced-form point estimates.

B. ROBUSTNESS CHECKS

Table 4 presents results of our reduced- form equation using other measures of premiums:
the mean premium across all silver plans offered in a ratings area; the median premium

13 We also include the market level shares of plan types {(Indemnity, Preferred Provider Organization,
Health Maintenance Organization, and Point of Service), as well 2s the share of plans denoted as “consumer-
directed” (i.c., high-deductible plans).
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TABLE 4. Reduced-form effect of AHHI on lnlprices) {robustness to
alternative measures of prices]

]} 12] {3 (4)
Dep Dep var = Dep var = Dep var = In[mean
var= lnimean inlmedian of withln-insurer
in[2LPs) premium] premiuml mean premiums|
AHHI 0.293* 0.162* 0.182* 0.175%
(0.079) (0.057) (0.062) (0.055)
In(per capita income) ~0.013 0,058 0.097% 0.061¢
(0.053) {0.038) (0.041) (0.037)
lu(hospital price) 01973 0.169% 0.1512 0.161°
{0.043) {t1031) (0.033) (0.030)
CO OP in market =007y —0.009 -0.002 0.000
(0.019) {0.014) (0.015) (0.013)
Share nonprofit 0.018 —0.032° —0.051* 0.018
(0.024) (0.017) (0.019) (0.017)
Percent black 0.260° 0.175" 0.218 0.105%
(0.070) (0.050} (0.055) {0.049)
Pereent Hispanic ~0,187% 0.070¢ 0.131% 0.049
(0.054) {0.039) (0.042) (0.038)
R 0.190 0.173 0.185 0.160

Notes: N = 383. All regressions are weighted by the ratings-arca population under 65, as reported
by the US Census, Samples exclude Virginia, which has very lasge pricing outlicrs, When Virginia
is included, specifications utilizing a mean premium {i.c., columns 2 and 4) yield statistically
insignificant coeflicients on AHHL. Standard errors in parentheses, *p < 0.01,%p < 0.05,

p < 0.10.

across the silver plans; and the mean of within-insurer mean silver premium (i.c., a mean
calculated using one abservation per insuret, so as Lo avoid overweighting insurers with
many plans). For this analysis, we exclude the state of Virginia, which has some extreme
premium outliers. ™ The first column presents the results obtained using this sample and
our primary dependent variable, 2LPS. Our conclusions are robust lo using these other
dependent variables. The point estimates are somewhat smaller, but the differences across
specifications are not statistically significant, There are a number of possible causes for the
smaller cstimaled magnitudes obtained using these alternative premium measures,

First, the alternative premium measures have smaller standard deviations than 2LPS,
suggesting that there is less variation to explain. Second, some of the variation in 2LPS is
related to the sheer number of plans offered in & ratings arca. Even if plan premiums are in
expectation the same (e.g., drawn at random from the same distribution of prices), adding

44 Three Virginia insurers {Optima, Acina, and innovation Health) have premiums shal are extreme out-
liers. The mean silvee premium (for a 27-year-old) across these three insurers is 885, This compares to z
incan of 256 for the rest of the eountry,
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mare plans will lower 2LPS without affecting many other incasures of premiums. Third,
the cocflicients could be interpreled as evidence that the effect of stronger compelition is
particularly great for plans in the low-priced silver segment. Finally, one may also infer
that United's larger impact on 2LPS implics it has a greater direct than indirect impact on
exchange premiums.

Table 4 also shows that CO-OPs are significantly related to 2LPS, but not to other
measures of premiums, We take this, along with the relatively large share {in Figure 5) of
markets in which CO-OPs are among the two lowest-price firms, as suggestive evidence
that CO-OPs are decreasing 2L PS more through the direct effect (i.c., by being one of the
two lowest-price firms in the market) than indirect effect (i, they may not—in the first
year—have inspired competitors to reduce their premiums.) Due 1o the potential endo-
geneity of CO-OP locations, and the lack of an instrument for their presence, the CO-OP
restills are merely suggestive. Additional research on the impact of CO-OPs would be valu-
able, as the budget compromise of January 2013 climinated funding to support prospective
C0-0Ps and slashed funds for current CO-OPs.*

Our results are robust to a series of other specification choices. [n Online Appendix
Table 1, we present reduced-form results from models including several additional con-
trols {measured at the ralings-area level, except where otherwise noted), share of the pop-
ulation located in an urban area, sharc obese, share diabetic, whether a state is expanding
Medicaid, share aged less than 19, share uninsured, Medicare fee-for-service spending per
capila (to caplure variation in utilization of health-care services), hospital market concen-
tration, and 2011 state MLRs. Variable construction and sources are described in the notes
to Online Appendix Table 1. Adding these additional controls has a minimal impact on
the cocfficients of interest. In Online Appendix Table 2, we present results from a series
of other specification choices: (1) excluding HIMs with five ar more insurers; (2) adding
dummies for number of exchange insurers; (3} excluding the top and botlom 5 percent of
AHHI; (4) excluding the top and bottom 5 percent of 2LPS; (5) allocating entrants 5 per-
cent shave; and (6) including state fixed effects. The point estimates for the effect of AHHI
on 2LPS range from 0.151 lo 0.66Y, wilh most remaining near 0.3 and all stalistically sig-
nificant at the 5 percent level, Finally, we also estimate a reduced-form model seplacing
AHIII with United’s pre-cxchange market share, This alternative instrument is also a sig-
nificant predictor of 2LPS (with p < 0.01), but the implied effect of United's presence on
2LPS is smaller. The smaller estimated effect is expected given that share is a less accurate
indicator of United's cffecl on market competilion than predicted change in HHI.

VI. Conclusion

In this study, we evaluate the impact of insurer participation and compelition in the
FFMs on premiums. We find that exchange premiums are responsive o compelition, To

45 Ry December 2012, the federal government had awarded $2 billion in loans, out of $6 billion initially set
aside by ACA. In January 2013, Congress climinated all but about $200 million of the remaining [umds, and
this sum was designaled to support the 24 CO-OPs already cxisting at that tiine. Thirteen of these CO-OPs
offered plans in 2014. Source: James (2013), “Health Policy Brief: The CO-OP Health Insurance Program”
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contend with the endogencity of exchange market structure, we exploit the decision by
United to forgo participation in the FEMs. This decision differentially impacted markets
due to United's pre-exchange market position.

We estimate that the population-weighted average second-lowest silver premium
would have been reduced by 5.4 percent had United entered all markets. If all insurers
present in a state had entered all mtings arcas in that state’s exchange, we predict FEM pre-
miums would have been 11,1 percent lower. We also find that markets with CO-Ofs have
lower premiums. A portion of this association is attributable to 2 “direct effect” because
CO-OPs are often among the two lowest-price silver plans in a market; their premiums
directly lowered the weighted average 2LPS by 2.1 percent,*

"The maguitude of the relationship between HHI and exchange premiums is roughly
one-third that obtained by Dafny, Duggan, and Ramanarayanan (2012) for the large-
employer-group market. Although the estimates are not perfectly comparable (in particu-
lar, the Dafny, Duggan, and Ramanarayanan (2012} estimate reflects the cumulative effect
of changes in HHI on premiwimn growth over a few years® titne), the similar order of magni-
tude suggests that the competitive dynamic characterizing early exchange markets is akin
to that of the mature, but imperfectly competitive, large-group market. This suggests that
HIMs have not (to date) produced a Bertrand-like outcome in which a small number of
players can drive premiums down to cost.

Future entry, {irm learning, conswiner learning, and greater plan standardization may
change this assessmenl. There is room for significani learning on both sides of this mar-
ket. For example, over time consumers are likely to learn how 1o better compare different
plan attributes, like premiums, actuarial value and network design. Tools to facilitate these
comparisons and {o help consumers prioritize attributes will also improve. Changes in the
shapes of consumer demand curves will in turn affect pricing, Relatedly, insurers’ uncer-
tainty about who their competitors will be, what the pool of consumers will lock like, and
what kinds of products will be attractive lo those consumers will resolve. While impossi-
ble to sign definitively, most of these forces are likely to make the cross-price elasticities of
demand across insurers higher for a given markel structure. Under these circumstances,
margins will decline faster with a move from one to two insurers. Once pricing nears the
compelitive level, however, additional competitors will have a smaller incremental effect.

Given the incipiency of these markets, this study is bul a {irst step in what will surely
become a deeper and broader literature on insurance HIMs and the nature and signifi-
cance of compelition ameng exchange participants. There is substantial room for further
rescarch on how compelition affects pricing and other outcomes in this market. Future
studies will be easier to execute once information about consumer carollment decisions
has been released, and once the market is in longer-terin equilibrivm. These conditions
will allow researchers to apply well-established supply-side methodologies to studying
competition on the HIMs. Such research will permit more-nuanced conclusions and rec
ommendations regarding the impact of competition and competition-related policies on
various outcomes of interest. Given the large federal role in developing and regulating the

46 ‘To obtain this estimale, we recalculaled 2LPS without CO-OPs in the sample of markets with a CO-OP
and compared it fo actual 2LPS,
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HIMs, and in subsidizing the purchase of plans offered on the HIMs, research on how
compelilion affvets consumer choice and insurer behavior is of eritical importance.

ACKNOWLEDGEMENTS

We are grateful for helpful comments from the editor, referees, Joseph Doyle, Keith
Lricson, Amanda Stare, and seminar participants at Indiana University, the Busion Uni-
versity/Harvard/MIT Health Economics Seminar, and the Health Feonomics Workshop
at the University of Chicago.

REFERENCES

Abaluck, Jason, and Jonathan Gruber. 2011. “Choice Inconsistencies among the Elderly:
Evidence from Plan Choice in the Medicare Part D Program.” American Economic
Review 101 {4): 1180-1210.

. 2013, “Evolving Choice Inconsistencies in Choice of Prescription Drug Insurance.”
National Burcau of Ecanomic Rescarch Technical Report.

Cabral, Marika, Michael Geruso, and Neale Mahoney. 2013, “Doces Medicare Advantage
Benefit Patients or Insurance Providers? Evidence from the Benefils Improvement and
Protection Act.” Working paper.

Dafny, Leemore 8. 2009, "Estimation and Jdentification of Merger Lffects: An Application
to Hospital Mergers.” Journal of Law and Economics 52 (3): 523-55.

. 2010. “ Are Health Insurance Markets Competitive?” American Economic Review
100 (4): 1399-1431,

Dafny, Leemore, Mark Duggan, and Subramaniam Ramanarayanan. 2012, “Paying a Pre-
mium on Your Premium? Cansolidation in the US Health Insurance Industry.” Amer-
ican Economic Review 102 (2): 1161-85.

Daflny, Leemore S., David Dranove, Frank Limbrock, and Fiona Scolt Morton. 2011, “Data
Impediments to Empirical Work on EHealth Insurance Markets.” B.E. fournal of Eco-
nomic Analysis ¢ Policy 11 (2}: Article 8.

Dafny, Leemore 8., and Subramaniam Ramanarayanan. 2012. “Does It Matter If Your
Health Insurer Is For-Proful? Effects of Ownership on Premiums, Medical Spending,
and Insurance Coverage.” National Bureau of Economic Research Working Paper No.
18286,

Duggan, Mark, Amanda Stare, and Boris Vabson. 2014, “Who Benefils when the Gov-
ernment Pays More? Pass-Through in the Mcdicare Advantage Program.” National
Bureau of Eeonomic Rescarch Working Paper No, 19989,

Ericson, Keith M. 2014, “Consumer Inertia and Firm Pricing in the Medicare Part D Pre-
scription Drug Insurance Exchange.” American Economic Journal: Economic Policy
6 (1): 38-64.

Ericson, Keith M., and Amanda Stare. 2012a. “Heuristics and Heterogeneity in Health
[nsurance Exchanges: Evidence from the Massachusetts Connector.” American Eco-
nomic Review 102 (3): 493-97.

. 2012b, “Pricing Regulation and Imperfect Compelition on the Massachusctts

Health Insurance Exchange.” National Bureau of Economic Research Working aper

No. 18089.

80



More insurers Lower Premiums // DAFNY, GRUBER, ODY

. 2013. "How Product Standardization Alfects Choice: Evidence from the Mas-
sachuselts Health Insurance Exchange” National Burcau of Ecotomic Research
Warking Paper No. 19527.

Guardado, Jose, David W. Emmons, and Caro} K. Kane, 2013. “The Price Cifects of a Large
Merger of Health Insurcrs: A Case Study of UnitedHealth-Sicrra.” Health Manage-
ment, Policy and Innovation 1 (3): 16-35.

Hackinann, Marlin B, Jonathan T. Kolstad, and Amanda L, Kowalski, 2013. “Adverse Se-
lection and an Individual Mandate: When Theory Meets Practice.” National Bureau
of Economic Research Working Paper No. 19149,

Health Care Cost Institute, Inc. 2013, 2012 Health Care Cost and Ulilization Report.”
Washington, DC: FCCL htip:/fwww.healthcostinstitute.org/files/201 2report.pdf.
Heiss, Florian, Adam l.eive, Daniel McFadden, and Joachim Winter. 2012, “Plan Selection
in Medicare Part D: Evidence {from Administrative Data.” National Bureaw of Lco-

nomic Research Technical Report,

James, Julia. 2013. "Health Poticy Briel: The CO-OP Health Insurance Program.”
Health Affairs February 28. http://healthalfairs.org/healthpolicybricfs/bricf_pdfs
fhealthpolicybrief_87.pdf,

Ketcham, Jonathan D, Claudio Lucarelli, Eugenio ). Miravete, and M. Christopher
Rocbuck. 2012, “Sinking, Swimoming, or Learning to Swim in Medicarce Part D.” Amer-
ican Economic Review 102 (6); 2639-73.

Kling, Jeffrey R., Sendhil Mullainathan, Eidar Shar, Lee Vermeulen, and Marian V. Wro-
bel. 2012. “Comparison Friction: Experimental Evidence from Medicare Drug Plans.”
Quarterly journal of Economics 127 (1): 199-235.

Lucarelli, Claudio, Jeffrey Prince, and Kosali Simon. 2012. “The Welfare Impact of Reduc-
ing Choice in Medicare Part I; A Comparison of Two Regulation Strategics.” Inter-
national Economic Review 53 (4): 1155-77.

Song, Zirui, Mary B. Landrum, and Michael E. Chernew. 2012, "Competitive Bidding in
Medicare: Who Benefits from Compelition?” American Journal of Managed Care 18
{¥): 546-52.

. 2013, "Competitive Bidding in Medicare Advantage: Effect of Benchmark Changes
on Plan Bids.” Journal of Health Economics 32 (6): 1301-12,

Spiro, Topher, and Jonathan Gruber. 2013, "The Affordable Care Acts Lower-Than-
Projected Premiums Will Save $190 Billion.” hitp://www.americanprogress.orglwp
-conient/uploads/2013/10/SpiroACASavings-brief pdf.

Starc, Amanda. 2014. “Insurer Pricing and Consumer Welfare: Evidence from Medigap.”
RAND Journal of Economics 45 (1): 198-220,

US Department of Health and Human Seevices, 2013, “Health Insurance Marketplace
Premiums for 2014.” ASPE Issue Brief September 25, 2013, hitp://aspe.hhs.gov
fhealth/reports/2013/marketplacepremiums/ib_marketplace_premiums.c{m.

Zhou, Chao, and Yuting Zhang, 2012. “The Vast Majority of Medicare Part D Beneficiarics
Still Don't Choose the Cheapest Plans that Mcet Their Medication Needs.” Health
Affairs 31 (10): 2259-65.

Bl

00062



